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This decade’s richest rewards belong to businessmen 
who know how to make each minute more profit- 
producing. The formula: increased mechanization in 
every function in which machine-hours can pay off 
better than man-hours. In their offices they are in- 
stalling ever-more-automatic machines, such as 
Monro-Matic® Calculators, which cut figuring time, 
make minutes worth more. That’s why Monro-Matics 
are already at work for companies like these: 
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All Monroe figuring machines are available through 
‘Figures Unlimited’’,, Monroe’s equipment leasing 
plan which includes training and service. Ask your 

Man from Monroe about it today. Wo 
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See the MAN from MONROE 


for CALCULATING 
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DATA PROCESSING MACHINES 


A DIVISION OF LITTON INDUSTRIES a 


Monroe Calculating Machine Company, Inc., Sales and service in principal cities everywhere. General offices, Orange, N. J. 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: FEATURES 


CONCEPT OF MODERN CONTROLLERSHIP 


of Controllers Institute of America CURRENT PENSION PROBLEMS AND INFLATION—What’s been de- 


Sti eetitch coacdions and aduin- veloping in pensions for unionized employes and salaried em- 
. , 

ister, as an integral part of management, 
a og rd a for ee nas j quisitions, and the search for more flexible methods of funding 

tions. Such a plan wou rovide, to the i : 

extent required in the business, profit plan- pension funds—Clifford R. Simms. . . . . . »« « - « WS 
ning, programs for capital investing and ee 

repens, ers CASH FORECASTING: THE FOUR METHODS COMPARED—A fresh 
necessary procedures ta effectuate the plan. look at the basic means of forecasting future cash requirements in 


ployes, problems raised by plant shut-downs and corporate ac- 


5 the face of national shortages—William E. Mitchell . . . . . 162 

2. To compare performance with operat- g 
ing plans and standards, and to report and 
ees the results 7 seven to ye es FORCES SHAPING EXECUTIVE PAY IN THE ‘60’s—Trends and 
levels of management and to the owners o : , 5 
the business. This function includes the problems: Decrease of compensation gaps between industries and 
formulation and administration of account- 
ing policy and the compilation of statisti- centive pay, performance ratings, use of controls, overseas as- 
cal records and special reports as required. ; 

signments—Arch Patton 


between individual functions, increase of staff jobs, merit and in- 


3. To consult with all segments of man- 
agement responsible for policy or action 
ceniog any pss of a of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- DEPARTMENTS 
icies, organization structure and procedures. 
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4. To administer tax policies and pro- 
cedures. 
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ration of reports to governmental agencies. s PAGING THE NEW BOOKS 


6. Mg agri fiscal peeenction for the as- 
sets of the business through adequate in- : 
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7. To continuously appraise economic PERSO: SES 
and social forces, and government influ- 
ences, and interpret their effect upon the OPPORTUNITIES 
business. ; 
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THE WORLD IS SO FULL OF A NUMBER OF READERS .. . 


Editors, THE CONTROLLER: 

I am acting as editor for the American 
Accounting Association in preparing a re- 
vision of the book “Readings in Cost 
Accounting, Budgeting, and Controls’ 
published by the South-Western Publish- 
ing Company. The book is intended to 
make readily accessible to teachers and 
students selected readings from periodical 
literature. On behalf of the Association I 
request your permission to reproduce the 
following articles: 


“Base Point Labor Distribution’ by 
C. W. Bastable) THE CONTROLLER, 
March 1959. “Profit Performance 
Measurement of Division Managers” 
by Joel Dean, THE CONTROLLER, Sep- 
tember 1957. 


Of course, full credit will be given to 
your publication and to the authors. 


Ww. E. THOMAS 
Professor of Accountancy 
University of Illinois 
Urbana, IIl. 


Editors, THE CONTROLLER: 

We found the article on “Numbering 
Numbers” by S. Bender Tansill in the 
November 1959 issue of THE CONTROL- 
LER very interesting and informative. We 
believe it would be of value in some of 
our training courses. Please let us know if 
six copies are available. 

RICHARD H. GREENBURG 
General Services Administration 
San Francisco, Calif. 


LITTLE BOUQUETS ... 

“. . . enclosed is copy for an advertise- 
ment to appear in the Situations Wanted 
column. I have found your magazine to 
be very profitable reading and I hope to 
profit by it in this way also.” 


Because your magazine, THE CON- 
TROLLER, consistently carries articles 
which are well written and of special 
value to me, I am interested in obtaining 
several reprints. . . . JLJ 


CLERICAL LABOR BUDGET 
FORECASTING 


Knowing how many clerks will be needed to get the work out is today one 
of management’s most troublesome—and costly—problems. 


Complete and accurate data on clerical labor forecasting is an important 
phase of the Knox Task Inventory method of clerical work measurement in the 
office. Every task performed in the office is carefully measured. Then, the num- 
ber of man-hours needed for its performance is made known. 


The result? A firm basis for management to accurately project its manpower 
requirements throughout the office operation. For more information on the 
Knox approach to clerical labor budget forecasting, call or write, today. 


There’s no obligation. 


THE FRANK M. KNOX COMPANY, INC. 
MANAGEMENT CONSULTANTS 


60 East 42nd Street 
New York 17, New York 
OXford 7-7654 


1009 Rockwell Avenue 
Cleveland 14, Ohio 
TOwer 1-1033 





OVERSEAS 
Editors, THE CONTROLLER: 

We are pleased to express our very 
high regard for THE CONTROLLER by 
digesting another of your fine articles for 
our overseas audience. This time it js 
“Balance Sheet Forecasting’ by Curtis J, 
Blecke, which appeared in the December 
1959 issue. 

We appreciate your cooperation in al- 
lowing us to bring this technique to the 
attention of our readers. International 
Management Digest goes to about 35,000 
business executives outside the U.S.A. 
and Canada. 


THOMAS B. WINSTON 

Associate Editor 

International Management Digest 
New York, N. Y. 


Editors, THE CONTROLLER: 

I should appreciate to have your per- 
mission to reproduce in the commercial 
page of some newspapers or in E/ Con. 
tador Publico, a Colombian magazine of 
accountancy, some articles published in 
THE CONTROLLER. 


Jose ULISES MARTINEZ 
Compania Colombiana de Tejidos S. A. 
Medellin, Colombia 


Editors, THE CONTROLLER: 

As you can see in the attached letter, 
one of our readers in India has a most 
grievous problem. We would greatly ap- 
preciate it if someone in your service bu- 
reau could give us an opinion on whether 
or not it is common practice to centralize 
disparate business functions such as the 
accounting of coal mining, jute milling, 
and tea growing. We would like to help 
him if we can. 

THOMAS B, WINSTON 
Associate Editor 
Management Digest 
New York, N. Y. 

This type of specialized letter is turned 
over to Controllers Institute Research Foun- 
dation’s Information Service which sup- 
plies sources of reading that might help 
throw light on the subject—T he Editors. 


INTERESTED PERSONNEL 
Editors, THE CONTROLLER: 

Your permission is requested to fe 
produce one copy of ‘‘Statistical Tech- 
niques for Financial Planning and Fore- 
casting” by Dr. Andrew Vazsonyi from 
the May 1957 issue of THE CONTROLLER 


for use by interested personnel in our oF F 
e 


ganization in the course of their work. 


ANNA L, Cox 

Document Control & Reproduction 
General Electric Company 

Aircraft Nuclear Propulsion Dept. 
Schenectady, N. Y. 


(Continued on page 154) 
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Paperwork-duplicating costs 
enough to make you see red? 


It’s time you looked into xerography, world’s fast- 
est, most versatile, and most economical method 
of copying. In hundreds of companies, in industry, 
and government agencies, xerographic equipment 
is used today to cut through the mountains of paper- 
work, to do more work at less cost. 

Xerography copies anything written, printed, 
typed, or drawn —in seconds — onto ordinary 
paper, offset paper masters, vellum, or card stock. 
With it you can enlarge, reduce, or copy size-to- 


size... from any original—engineering drawing, 


letter, invoice, even bound manuals! Each copy is 
photo exact, legally acceptable. 

You don’t have to be a large organization to 
profit from xerography’s near-magic speed and 
Send for 


proof-of-performance folders showing how compa- 


economy in paperwork duplicating. 
nies of every size save thousands of dollars annually 
with xerographic copying equipment. Hatorp 
XeEROx Inc., 60-124X Haloid Street, Rochester 3, 
N. Y. Branch offices in principal U. S. and Cana- 
dian cities. Overseas: Rank-Xerox Ltd., London. 

















zi HALOID 


: XEROX 


Xerox Copyfio® equipment for inexpen- 


XeroX master-making equipment for offset duplicating sive, high speed, volume reproduction 
aieeage. d enlarges, reduces, or copies size-to-size. from microfilm or original documents. 





EXECUTIVE COMPENSATION 
Editors, THE CONTROLLER: 


Can you through your Controllership 
Information Service (formerly mentioned 
on the Research Notes page) recommend 
sources for reading on Fringe Benefits /Ex- 
ecutive Compensation? It would be ap- 
preciated. 

TCS 
New York 

While the Controllers Institute Research 
Foundation has not published a survey on 
this subject THE CONTROLLER carried the 
following articles by Arch Patton (also see 
page 168 of this issue): “Does High Execu- 
tive Pay Mean High Profits?” Feb. 1958; 
“The Key to a Productive Executive Incen- 
tive Plan,” Sept. 1956; “Incentive Compen- 
sation and the Controller,’ Feb. 1954; ‘The 
Controller's Part in Incentive Compensa- 
tion,” Oct. 1951. 

These booklets are available from the 





American Management Association: "Exec- 
utives Incentives: Special Insurance Plans,” 
Charles E. Tosch. In Problem Areas in Cor- 
porate Insurance Planning, Insurance Series 
No. 113; and "Developing Effective Incen- 
tives for Management; A Review of Cur- 
rent Practices,’ Dean H. Rosensteel. Per- 
sonnel Series. There is a Dartnell Survey, 
(The Dartnell Corporation, Chicago) en- 
titled “Fringe Benefits for Executives.”— 
The Editors. 


SUNDRY USES 
Editors, THE CONTROLLER: 


Please send the Research Department 
of our firm ten copies of the November 
1959 issue of THE CONTROLLER con- 
taining the article “Should You Set Up a 
Finance Subsidiary?” by Allen H. Seed. 
JWN 
Alexander Grant & Company 
Chicago, III. 
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FORMSCARD 





the original and only workable continuous tab card with maximum efficiency 





e Pre-punched as required 
e Tabulate at any speed 


Separate manually or on any burster 


e Vouchers of any length; side, top or bottom 


¢ 


Manufacturers of line-hole continuous business forms 


Can be part of a multiple forms set 


orms inc 


WILLOW GROVE, PA. ¢e Phone: Oldfield 9-4000 






Sales representatives in principal cities. 


| 
| 








Editors, THE CONTROLLER: 


We would ask your permission to re. 
produce ourselves about 100 copies of 
“Inventory Control Systems and Tables” 
by D. C. Grebe and J. R. Zwerle from the 
May 1958 issue of THE CONTROLLER, 
Our interest in the article relates to an 
ITT-Company Conference on Production 
Control. 


E. A. ROLAND 
International Standard Electric Corporation 
New York 


Editors, THE CONTROLLER: 


We would like to request your permis. 
sion to reprint for internal distribution the 
article entitled “Budget Organization and 
Administration” by T. P. Boyle which 
appeared in the July 1959 issue of Tue 
CONTROLLER. 


L. P. PELLETIER 
St. Regis Paper Company 
New York 


Editors, THE CONTROLLER: 

I want to thank you for your permis. 
sion to reproduce T. G. Redman’s article 
on ‘‘Simplified Wage Reporting and Cut- 
ting of Federal Costs,” which appeared in 
the April 1958 issue of THE CONTROL- 
LER. We plan to use approximately 20 
copies of this article in connection with a 
meeting on annual wage reporting. 


J. L. BRUHL 

General Foods Corporation 
Tax Division 

White Plains, N. Y. 


Editors, THE CONTROLLER: 

We are developing material for a 
“Readings in Auditing” book. We feel 
that a compilation of outstanding articles 
in the area of auditing from professional 
periodicals would be a contribution to 
the accounting profession. South-Western 
Publishing Company will publish this 
material. We request permission to use 
the following article: Taylor, Edward J, 
“The Audit of Cash’ from the December 
1956 issue of THE CONTROLLER. 

We shall greatly appreciate approval of 
this request. 


JAMES T. JOHNSON 

Professor of Accounting 

J. HERMAN BRASSEAUX 
Assoc. Prof. of Acct. 
Louisiana Polytechnic Institute 
Ruston, Louisiana 





DO YOU AGREE or do you dis- 
agree with an article in this month’s 
issue? Your fellow readers will be 
interested. Naturally, letters to the 
editor must bear the writer’s signa- 
ture and address; these will be 
withheld on request. The Editors 


— 
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Current Pension Problems and Inflation 


Clifford R. Simms 


EN YEARS AGO a consulting actuary dis- 
ion pension matters with a group 
of controllers would have been required 
to assume that his audience had very little 
familiarity with pension nomenclature, ad- 
ministration or financial mechanics. Today 
one is safe in assuming that most of them 
have one or more pension plans in effect 
in their organizations; are reasonably fa- 
miliar with pension terminology; and are 
aware of the fact that pension plans cost 
acompany a substantial amount of money. 

With this background, let us discuss a 
number of current pension developments 
and problems from the standpoint of the 
consulting actuary or pension consultant. 
These problems also embrace the province 
of the industrial relations expert, the 
lawyer, the tax expert, and the investment 
expert. These aspects of the situation, 
however, we will leave to the experts in 
their respective fields so the comments of 
the writer should not be construed as rep- 
resenting opinions in these areas. 

A discussion of current pension prob- 
lems and how inflation affects pension 
plans warrants a consideration of the fol- 
lowing five items: 


1. Developments in the negotiation of 
pension benefits for unionized employes. 

2. Changes in pension benefits for 
salaried employes. 

3. Pension problems involved in plant 
shut-downs. 

4, Pension problems involved in cor- 
porate acquisitions. 

5. The search for more flexible meth- 
ods of funding pension costs and more 
eficient and economical ways of providing 
pension benefits. 


NEGOTIATION OF PENSION BENEFITS 
FOR UNIONIZED EMPLOYES 


In the area of pension benefits for 
union employes there have been certain 
changes which have been prompted by 
the inflation in prices and wages in our 
economy and there are other changes 
which have come about by the desire for 
aN expansion in the contingencies covered 
by the pension plan. We will comment 
on both kinds of changes. 


New changes and complications 
in pension benefits call for 
more flexible funding methods 


e * e e 7 es . e e e 7 e . o « . e . . e 
EXHIBIT | 
Maximum 
Year Formula Pension 
1950 $1.50 per month per year of credited service up to 30 years $ 45.00 
1953 $1.75 per month up to 30 years 52.50 
1955 $2.25 per month—unlimited 101.25! 
1958 $2.40 per month per year of past service 
$2.50 per month per year of future service 
—unlimited 108.00? 
' For 45 years’ service. 
? For 45 years of past service. 
e . e e e . . . . . . . . . e . e. . . . 


Since the term “negotiated pension 
plans” covers a great variety of pension 
plans, generalizations are difficult to come 
by. Most negotiated pension plans have 
tended to conform either to an old and 
established pension plan, which the em- 
ployer had in effect prior to the upsurge 
in negotiated plans in 1949 and 1950, or 
to the so-called “pattern pension plans,” 
which have been widely adopted, with 
modest variations in benefits, in major 
industries like steel and automobiles. Ac- 
tually, the former have gradually been 
changed by picking up some of the char- 
acteristics of the latter. We can best ob- 
tain an understanding of trends in these 
plans by looking at the “pattern” plans. 
With this in mind, we will study the cur- 
rent trends or changes in connection 








THE COMTROUER.............. 


with normal-retirement benefits, early- 
retirement benefits, disability benefits, 
vested benefits and widow’s benefits. 
Normal-Retirement Benefits. If we take 
as an example the “automotive pattern 
pension plan,” the changes in the last 
nine years in the normal-retirement-bene- 
fit formula are as shown in Exhibit I. 
Thus, it will be observed that the 
changes have taken three definite courses: 


1. An increase in the monthly benefit 
unit for future service from $1.50 to 
$1.75 to $2.25 to $2.50. 

2. An increase in the monthly benefit 
unit for past service from $1.50 to $1.75 
to $2.25 to $2.40. 

3. An increase in the maximum num- 
ber of years of credited service used in 


CLIFFORD R. SIMMS, vice president, the Wyatt Company, 
Cleveland, Ohio, graduated from Wayne State University 
and received his. Master of Science degree in Actuarial 
Mathematics from the University of Michigan. He was an 
instructor in mathematics at Wayne and later an assistant 
supervisor of the Actuarial Department of the Maccabees 
Insurance Company. During World War Ii he was engaged 
in mathematical 
search Council. This paper was given at the Electrical Manu- 
facturing Round Table of CIA’s 28th Annual Conference. 


research for the National Defense Re- 


Maa 
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computing the benefit from 30 years to curity benefit which would have been 
unlimited years. payable in said years to retiring employes. 

It is clear that with respect to the last The final column shows the combined 
item—the number of years of credited monthly pension and Social Security bene- 
service used—the course is completed fit as a percentage of earnings and here 
when the “unlimited” stage is reached, again it will be observed that this com- 
save for changes in the definition of what _ bined benefit has risen as a percentage of 
constitutes one year of credited service. It earnings. The portion of the increase in 
would appear correct to prognosticate that the monthly pension from the plan which 
the future-service unit will continue to in- was necessary to maintain the pension as 
crease with inflation and the pressure for a constant percentage of earnings could, 
improved benefit levels—with, of course, in a general way, be considered as com- 
the added costs for funding such benefits. pensating for the inflation which is il- 
The increase in the past-service-benefit lustrated by the increase in the average 
unit kept pace with the future-service unit monthly earnings. The balance of the in- 
for years, but did not do so in 1958. This crease in the monthly pension undoubtedly 
unquestionably is attributable to the very represents the negotiated improvement in 
great past-service costs involved each time the pension formula over and above the 
all back-service units are increased. inflationary effect. 

The increasing of benefits for employes Early-Retirement Benefits. Most pattern 
already on pension constitutes a most dif- pension plans originally provided for no 
ficult problem, because of the great past-  early-retirement benefits or early-retire- 
service costs involved in any such increases ment benefits in an actuarially reduced 
as a pension plan develops a full load of amount after the attainment of fairly 
pensioners. The trend is in the direction stringent age and service conditions, like 
of leaving the benefits for pensioners as age 60 and 10 to 20 years of credited serv- 
they were at retirement, and it is surely ice. Current changes include provision for 
everyone’s desire that inflationary forces (a) actuarially reduced early-retirement 
will be held in check so that such pen- benefits that are available at a younger 
sioners will find that their purchasing 48¢, typically | age 35, (b) early-retire- 
power is maintained. ment benefits in which the amount of the 

The simple analysis in Exhibit II, ad- early benefit is more liberal than the true 
mitting that it has certain statistical limi- actuarially reduced amount and (c) full- 
tations, will help to evaluate the changes accrued normal-pension benefit (no re- 
in the automotive pattern pension plan. duction) after certain age and service re- 


We show the average monthly earnings quirements. 


for hourly employes which is four and one The first change, the liberalization of 

Tee : ow the conditions for the actuarially reduced 
third times the average weekly gross earn- eogape ; 
: ‘ a benefit will involve a rather small addi- 
ings for hourly employes in transporta- 


; agg: A f tion to th t of the plan, depending, of 
tion-automotive industries from Table C-1 : alpine Se 


: course, on the utilization of the benefit, 
of the Monthly Labor Review. We show or could represent no increase in cost if 


the monthly pension benefit from the plan the plan already provides for a vested 
if the employe had 35 years of service at benefit under the tiberalized age and serv- 
retirement which in this table is held aS ice conditions. In general, the utilization 
a constant and we show the pension as a of the actuarially reduced early benefit is 
per cent of earnings. It will be observed fairly small. 

that the pension as a percentage of earn- The second and third early-retirement 
ings has risen by approximately five per- changes are of considerably more signifi- 
centage points from 14.2 per cent to 19.4 cance from a cost standpoint, particularly 
per cent. We then show the Social Se- the third. Regarding the second, there is 





EXHIBIT Il 


Relationship of Automotive Pattern Pensions to Earnings and Social Security Benefits 








Monthly Monthly 
Pension Monthly Monthly Pension and 
Average From Plan Pension Social Social Security 
Monthly (35 Years’ as % of Security as % of 
Year Earnings' Service) Earnings Benefit Earnings 
1950 $317.39 $45.00 14.2% $ 68.50? 35.8% 
1953 381.11 52.50 13.8 80.00 34.8 
1955 423.71 78.75 18.6 85.00 38.6 
1958 433.16 84.00 19.4 116.00 46.2 


14.1/3 times Average Weekly Gross Earnings for Transportation—Automobiles from Table C-1 of 
Monthly Labor Review, Bureau of Labor Statistics, Department of Labor. 
2 Amount payable to an employe retiring in 1950 from Conversion Table. 
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a developing request for early-retirement 
benefits which are more liberal than the 
actuarially equivalent benefit. For ex. 
ample, the actuarially equivalent benefit 
for an employe retiring at age 60 under q 
noncontributory plan is approximately 
$46.00 if the normal benefit commencing 
at age 65 which has accrued for him to 
age 60 is $72.00. This reduction factor js 
approximately 7.2 per cent for each year 
that the employe’s retirement age is under 
age 65. Certain unions are demanding 
early-retirement benefits with a much 
lower reduction, possibly 3 per cent for 
each year of age under age 65. As indi. 
cated above, early retirement has not rep- 
resented a benefit that has been widely 
utilized so the cost of this liberalization 
is not great, possibly the added cost would 
be up to 4 per cent of the cost of the plan 
depending on the number availing them- 
selves of the benefit. Since such employes 
are “getting a break” in comparison to the 
employe who continues to age 65, is this 
a good thing? 

The third change in early-retirement 
benefits is the provision for early-retire- 
ment benefits with no actuarial reduction 
in the event that the employe retires after, 
say, age 55 with sufficient service so that 
his age and service total 80 or 85. These 
provisions are frequently called retirement 
under the ‘‘Rule of 80” or “Rule of 85.” 
If such nonreduced early-retirement bene- 
fits are provided as a right to the employe, 
that is, they are available to any employe 
who desires to take advantage of the pro- 
vision, the additional cost can be very 
substantial. To provide a nonreduced 
early-retirement benefit at age 60 might 
increase the cost of a plan in the magni- 
tude of 50 per cent, except for allowance 
for benefit accruals after early-retirement 
age, if all employes could retire at age 60 
and elect to so retire. If 50 per cent of the 
employes would exercise such early te- 
tirement option, the additional cost would 
be in the magnitude of 25 per cent of 
the cost of the plan before the change. 
Alternatively, the nonreduced early-retire- 
ment benefit for employes over age 50 or 
55 and whose age and service total 80 
or 85, could be available only in the event 
that an employe’s retirement is necessi- 
tated by the shut-down of a plant or a de- 
partment or by a layoff which exceeds a 
certain extended period of time. On Oc- 
tober 6 the steel companies offered such 
an early-retirement benefit to the United 
Steelworkers. In this instance the applica- 
tion of early-retirement benefit will be 
substantially more limited because it is 
only applicable in situations in which 
long-service employes find themselves on 
extended layoffs or without jobs and, 
therefore, the costs of the benefit are 
substantially lower than those indicated 
above. 

Disability Benefits. Disability benefits 
for total and permanent disability, that 1s 
the inability to perform any work for 
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earnings or profit have been a part of 
most negotiated pension plans since the 
start of such plans. The demands for 
changes which can be observed are first, 
a weakening of the age and service con- 
ditions which must be met prior to the 
date of on-set of total and permanent 
disability in order for the employe to be 
eligible for the benefit; and second, a 
relaxation in the definition of admissible 
disability. Originally, many plans called 
for total and permanent disability benefits 
in the event of disability taking place after 
age 50 and 15 years of service. In some, 
the minimum age has been removed and 
in a number of instances there have been 
demands for the reduction of the mini- 
mum-service requirement, although, there 
are not many plans which have a service 
requirement of less than 15 years. The 
definition of disability has come under 
scrutiny and the proposal has been ad- 
vanced to alter the definition of total dis- 
ability from a type of disability which 
prevents the employe from doing an) 
work to a disability which presents him 
from performing any work with his com- 
pany for which he is qualified. The 
former might be called the “permanent 
total” type of disability and the latter 
might be called ‘‘particular job” type of 
disability. This particular-job type of dis- 
ability is significantly broader and would 
involve considerably higher disability 
costs. A clue is found in experience under 
the Railroad Retirement Act to the greater 
application of disability retirement when 
the “occupational” disability definition is 
used instead of the total and permanent 
disability rule. The latest report of the 
Railroad Board's actuary indicates that for 
ages below 60 to include occupational dis- 
ability, retirements are expected to occur 
about twice as often as for total and 
permanent disability alone. 

Vested Benefits. Vested benefits, which 
are the benefits for an employe upon his 
termination of service under conditions 
which do not entitle him to an early-, dis- 
ability- or normal-retirement benefit, are 
now included in most negotiated plans. 
Heretofore, a vested benefit was available 
only after an employe reached an ad- 
vanced age and had completed a sub- 
stantial amount of service. In the automo- 
tive pattern plan a deferred pension at 
age 65 is vested after age 40 and 10 years 
of service in the event of any termination 
of employment; under the 1957 steel pat- 
tern plans, vested benefits are available 
after age 40 and 15 years of service, in the 
event of termination of service due to 
plant shut-down or layoff in excess of two 
years. Undoubtedly, the desire for further 
liberalization of vested benefits is in the 
offing. It is to be noted, however, that 
tates of withdrawal among hourly em- 
ployes who have 10 or more years of serv- 
ice are very low because the seniority pro- 
visions in most  collective-bargaining 
agreements insure that an employe with 
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“lift 


“Despite his many shortcomings, he never 


lets a lot of paper work accumulate on his desk 


high seniority will have relatively full 
employment even in slow times and an 
employe is not likely to surrender this 
right. However, rates of withdrawal gen- 
erally increase quite rapidly with shorter- 
service employes so that the cost of pro- 


viding vested benefits for shorter-service 


employes can and, in general, will be 
significantly higher than the cost of vested 
benefits for employes who have completed 
10 or more years of service. 

In general, vested benefits have been 
in the form of a pension to commence at 
age 65 equal to all or a portion of the 
pension accrued to date of termination. 
Another development in connection with 
vested benefits has been the granting of 
an alternative of taking a lump-sum cash 
payment in lieu of a deferred pension if 
the severance is due to the shut-down of 
a plant. This type of provision generally 
replaces the deferred benefit with a flat 
lump-sum amount such as $100 per year 
of service. It will be observed that such 
a benefit is in fact a severance payment 
to employes and usually the lump-sum 
severance payment is somewhat less valu- 
able than the present value of the deferred 
pension but may be preferred by the term- 
inated employe. 

Widow’s Benefits. Many negotiated pen- 
sion plans have recently been amended to 
provide that an employe can elect five 
years before retirement to have his normal 
pension paid to him in a reduced amount 
on a joint-and-survivor basis with the 
same reduced amount or a portion of the 
reduced amount payable to a joint bene- 
ficiary named by him. If the election is 
made by the employe sufficiently far in 
advance of retirement date so as to pre- 
vent antiselection, then such a joint-and- 
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survivor benefit adds no cost, theoretically 
at least, to the plan. If, however, an em- 
ploye is to receive his full normal pension 
and upon his death after retirement his 
widow is to receive a portion, say 50 per 
cent, of the employe’s pension for the rest 
of her life, this type of widow’s benefit 
is in effect a nonactuarially reduced joint- 
and-survivor benefit and can represent an 
additional cost of the plan in the general 
magnitude of perhaps 25 per cent of the 
cost of the plan without this benefit. 
These added costs, whether they are de- 
signed to keep pace with inflation in 
wages and prices or whether they repre- 
sent liberalization in the benefits of the 
plan, involve added costs and these added 
costs must be financed by the company. 
In most instances, it is prudent for the 
employer in negotiating the financing of 
these added costs to arrange that the 
employer's minimum contribution shall 
permit the employer to amortize the added 
actuarial deficiency or past-service cost 
over a period of time, perhaps 30 years, 
and further that in the event of the 
termination of the plan, the employer will 
have no additional obligation to con- 
tribute toward the costs of the plan be- 
yond the actuarially determined costs dur- 
ing the period of the pension agreement. 


CHANGES IN PENSION BENEFITS 


-FOR SALARIED EMPLOYES 


The inflation which has taken place in 
our economy since the 1940's has brought 
up important problems in connection with 
pension plans for salaried employes as 
well as pension plans for unionized em- 
ployes. Salaried pension plans have been 
amended to meet new conditions. We will 
now briefly review developments in 
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normal-retirement benefits, post-retirement 
benefits and early-retirement benefits. 

Normal-Retirement Benefits. Many pen- 
sion plans for salaried eraployes were 
adopted in the period from 1940 to 1946. 
Frequently, these plans provided for past- 
service benefits based upon each employe’s 
earnings in the year in which the plan 
was initiated and future-service benefits 
based upon each year’s earnings there- 
after. This type of pension plan is com- 
monly called a “unit benefit career aver- 
age earnings’ type of benefit formula. It 
is clear that the future-service benefit will 
be based upon the employe’s average 
earnings during the period of his con- 
tributions or his career average earnings. 
Whertas such a plan may have been 
geared to provide a normal-retirement 
benefit of perhaps 45 per cent of career 
average earnings, which under a normal 
earnings progression as an employe’s re- 
sponsibilities increase, would be about 
38 per cent of final average earnings be- 
fore retirement, the rapid rise in wages 
and salaries due to inflation since 1946 
probably has resulted in such employe’s 
prospective normal benefit being only 25 
per cent or so of final average earnings. 
It is quite likely that the employer would 
find difficulty in retiring the employe on 
such a pension. In order to correct this 
situation, an employer has two avenues of 
approach: 


1. The first approach is to amend the 
plan to increase the past-service benefit 
originally provided by re-defining the 
earnings base on which the past service is 
to be computed. The employer may also 
provide additional benefits for each year 
of future service since the inception of 
the plan since the earnings in many of 
these years are substantially lower than 
the employe’s current pay levels. This is 
called a “‘periodic increase in past-service 
benefit.” 

2. As an alternate to the periodic in- 
crease in past-service benefit, many em- 
ployers amend the pension benefit formula 
so that the new benefit formula will be 
based upon the employe’s average earn- 
ings during the last five or ten years be- 
fore retirement. This is called a “‘final pay 
formula.” As an alternate to this ap- 
proach, some employers have continued 
their career average formulas but have 
amended their pension plans to include a 
minimum benefit formula based upon the 
employe’s final pay so that if the career 
average formula does not produce at least 
a certain minimum benefit then under the 
minimum final pay formula the employe 
will receive an additional benefit up to the 
minimum amount. 


Under either method, additional pen- 
sion costs are involved; in the first method 
additional costs arise each time the plan 
is amended to increase the past-service 
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benefits. In the second method, the ac- 
tuary, by, the use of salary projections, 
takes into account year by year a sub- 
stantial part of the cost of the benefit 
increases as earnings increase. 
Post-Retirement Benefits. The purpose 
of periodic increases in past-service bene- 
fits or final-pay formulas is to bring an 
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EDMUND L. GRIMES, presi- 
dent of Controllers Institute, 
1952 to 1953, and chairman of 
Commercial Credit Company, 
Baltimore, Md., was featured 
in a cover story in the March 
5, 1960 issue of Business Week. 


A picture of Mr. Grimes in his 
offices appeared on the cover 
of the magazine; the article 
discussed CCC’s growth and 
diversification in the consumer 
credit business. 

Currently a member of CIA’s 
Advisory Council, Mr. Grimes 
has held a number of promi- 
nent posts with the Institute be- 
ginning with his chairmanship 
of the State and Local Tax 
Committee in 1949-50. He 
served as vice chairman of the 
Federal Tax Committee in 
1950-52. In subsequent years, 
apart from his term as presi- 
dent, he has been a director, 
chairman of the board of di- 
rectors, a director at large and 
a trustee of Controllership 
Foundation (now Controllers 
Institute Research Foundation). 





employe’s pension into a proper rela- 
tionship with the employe’s average pay 
at time of retirement. Hence, the pension 
presumably will bear a proper relation- 
ship to the employe’s standard of living 
at time of retirement and, thereby, the 
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employe is having his pension up to time 
of retirement protected against the ravages 
of inflation. Now the question arises as 
to what to do about the effect of inflation 
on an employe’s pension after retirement, 
This has led to the development of varia. 
ble annuities or variable pension formulas 
which are either related in some way toa 
cost-of-living index or are related in some 
way to the asset value of an investment 
portfolio which includes a_ substantial 
percentage of common stock investments, 
This in itself is a large subject, but it is 
first important for an employer to adjust 
his pension formula so that pension bene. 
fits will be appropriate in relation to an 
employe’s final average pay since then 
the employer is assured that the employe's 
pension is proper at the time of retire. 
ment. This should be done before con. 
sideration is given to adjusting post-re. 
tirement pensions for inflationary changes, 

Early-Retirement Benefits. Pension plans 
for salaried employes have been con- 
fronted with early-retirement problems 
and the ideas previously discussed are also 
pertinent here. These mainly have had 
to do with situations of highly valuable 
employes who have lost their effectiveness 
before age 65, but who are not totally 
and permanently disabled. The early te- 
tirement of such employes would make 
possible the promotion of younger, more 
aggressive employes to these jobs, but 
frequently the actuarially reduced retire- 
ment benefit provides such an employe 
with a rather low pension and the retire- 
ment of such an employe becomes a dif- 
ficult management problem. As in connec- 
tion with negotiated pension plans, we 
find an interest among employers in early- 
retirement benefits which are more liberai 
than the actuarially equivalent benefit or 
which have no reduction. Generally, how- 
ever, such more liberal early-retirement 
benefits are hedged about with conditions 
(employer consent, etc.) so that it is not 
possible for any employe as a matter of 
right to obtain such a pension. An In- 
ternal Revenue problem is presented in 
such early-retirement benefits (Part 5(f) 
of Revenue Ruling 57-163) and fre: 
quently it is necessary that such more 
liberal early-retirement benefits be pro- 
vided outside of the pension plan. An- 
other problem which has presented itself 
recently concerns the operation under a 
pension plan of the early-retirement pro- 
visions and the joint-and-survivor election. 
An executive who has elected a joint-and- 
survivor option knows that when he 
retires he will be providing a pension to 
his widow or joint annuitant upon his 
death after retirement. But suppose he 
does not live to retire. His widow then 
will have no continuing income from the 
pension plan. However, if the executive 
had met the conditions for early retire 
ment, he could retire and provide such 
pension protection to his wife. This 
peculiarity in the pension plan could be 
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an inducement for a capable executive to 
retire earlier than he might otherwise re- 
tire. To meet this problem, some pension 
Jans include a restricted form of widow's 
pension which provides that if an em- 
ploye who has fulfilled his early-retire- 
ment conditions should die before actual 
retirement, then for purposes of deter- 
mining a pension benefit payable to his 
widow, it will be assumed that the em- 
ploye retired the month preceding the 
month of death having duly elected said 
joint-and-survivor option, say the 50 per 
cent continuation option. Such a pro- 
vision adds to the cost of the pension 
plan, but not a large amount (less than 
10 per cent usually). 


PENSION PROBLEMS INVOLVED 
IN PLANT CLOSINGS 

Five or ten years ago most discussions of 
ensions were concerned with developing 
and qualifying pension plans and little 
thought was given to the question of 
terminating pension plans. However, in 
recent years we have had a number of 
situations of pension plan terminations 
due to plant shut-downs and other factors. 
It would be helpful to consider a few 
comments in connection with these prob- 
lems. Of course, the policy decisions 
which determine whether or not a par- 
ticular plant or operation will be termi- 
nated will depend upon factors consider- 
ably more important than the benefit 
plans which are in effect for the employes 
concerned and rarely has the pension 
question been a factor in such decisions. 
We have found that the problems which 
arise in terminating pension plans can be 
minimized if the employer, the actuary 
and the trustee have made provision in 
the pension plan documents for the ma- 
chinery which will operate in the event of 
the termination of a pension plan. 
All-Inclusive Plan or Individual-Plant 
Plan. An employer is confronted with 
differing situations if the employes at the 
facility which is being terminated have 
their own individual pension plan or if 
such employes are part of an over-all 
company-wide pension plan. If the em- 
ployes are part of a company-wide pen- 
sion plan and if the operation is gradually 
reduced over a period of months, possibly 
with transfers being effectuated to other 
company operations, then the employes 
may be regarded as usual terminations of 
service and such employes will have the 
vested rights to which they are entitled 
under the terms of the company-wide plan 
upon termination of service. Of course, 
any employes who are eligible for normal- 
or early-retirement benefits undoubtedly 
would make application for them. On the 
other hand, if the service of such employes 
is terminated en masse or nearly so, the 
wording of the pension plan itself may 
consider such an occurrence as a “partial 
termination” of the plan with respect to 






a group of employes covered by it; or, 
even though the plan does not contain 
such wording, it may be that the Internal 
Revenue Service would deem the action 
to have been a partial termination of the 
plan with respect to said group. 

If the over-all company pension plan 
is to be partially terminated with respect 
to the group of employes at a given plant 
or operation, then it is important that the 
pension plan or the trust agreement spell 
out the mechanics for allocating to such 
group of employes the appropriate share 
of the trust assets or the insurance com- 
pany deposit account applicable to such 
employes. If the plan does not contain 
definite mechanics for the allocation of 
assets to the respective groups, the plan 
could be amended before the partial termi- 
nation to include the necessary provisions. 
This is important in order that the re- 
spective groups should be credited with 
the proper share of the funds; it could 
happen that if the terminating group in- 
cluded a large percentage of employes on 
retirement and older employes and if the 
allocations for such employes are on the 
basis of aggregate accrued benefits rather 
than on a basis which takes recognition 
of the pro rata portion of the company’s 
contributions made to the fund for such 
group, then the allocations for such group 
may be in excess of the amount of the pro 
rata share of the amounts theretofore 
contributed for them. This would mean 
that the terminating group would be 
treated more favorably than the remaining 
group. Sometimes, however, this result is 
desired. 








Limitation on Employer's Liability. An- 
other important consideration is in respect 
to an employer’s liability or obligations in 
the event of the termination or partial 
termination of the plan. A well-drafted 
pension plan should make a clear state- 
ment that an employer has no obligation 
to make contributions to the plan after the 
date of termination thereof.|Further, the 
plan or trust should contain a statement 
that the benefits to be provided to former 
employes and former pensioners who were 
covered by the plan at the time of its 
termination shall be only such as can be 
provided by the assets in the pension 
trust or insured deppsit account on the 
date of termination | This is particularly 
important in view of the gradual liberal- 
ization of vested benefits and the fact 
that the past-service cost of most pension 
plans is being funded or amortized grad- 
ually over a period of years. In some 
instances the assets in the pension fund, 
particularly in the early years of a pension 
plan, may not be sufficient to fully pro- 
vide for benefits for persons who have 
met the requirements for a normal-re- 
tirement pension and an early-retirement 
pension and a pension upon termination 
of service.| An employer would not want 
to be in the position of having to make a 
substantial contribution to the trust fund 
at the time of termination in order to meet 
a lump-sum liability for such vested bene- 
fits. | 

Allocation of Pension Funds Upon 
Termination. It is desirable that the pen- 
sion plan should contain provisions with 

(Continued on page 185) 


A PENSION PLAN TERMINATES 


The experience of the Studebaker-Packard Corporation 
in settling the pension claims of former employes of its 
Detroit Packard plant is cited by Hewitt and Associates of 
Libertyville, Ill., as an indication of what a plan termina- 


tion could involve. 


At the time the plant was closed, pension funds accumu- 
lated on behalf of employes were sufficient to assure about 
65 per cent of the negotiated benefits for workers already 
retired, if no provision was made for employes in the 60-65 
age bracket who were eligible for early retirement. 

Late in 1958, the United Auto Workers filed a suit to 
prevent the company from unilaterally determining the 
pension rights of Packard workers. According to the UAW, 
an out-of-court settlement has been made that will provide 
lifetime pensions equal to about 85 per cent of the amount 
stipulated in the 1955 contract for some 1,900 workers 
already retired. Another 350 workers between 60-65 
years of age will receive cash settlements equal to about 


$43 for each year of service. 
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Cash Forecasting: 





The Four Methods Compared 


William E. Mitchell 


What are the reasons which determine victory or defeat 
on the battlefield? Many profound theses have been written 
on the subject; theses aggrandized with statistics and case 
histories. But General Johnston (American Confederate 
general during the War between the States) simplified all 
military logistics with his famous statement that “Battles 
are won by the army that gets thar fustest with the mostest!” 

This adamantine statement applies just as clearly to 


A fresh look at the basic means 
of forecasting future cash require- 
ments in the face of national shortages 


business as it does to battle. The company that “‘gets thar 
fustest with the mostest’’ is generally the more successful 
company. And the basic element involved to insure getting 
“thar with the mostest” is available cash. This does not 
mean that huge quantities of surplus cash should be main- 
tained in order to meet every imaginable emergency. On the 
contrary, it means forecasting future cash requirements and 
keeping surplus cash down to skeleton minimum. 































T IS SURPRISING that cash forecasting 

has received so little attention. Many 
companies that do prepare cash forecasts, 
do so but once a year; at the beginning of 
the period for the entire period. Their 
prognostications are safeguarded by leav- 
ing unwarranted large amounts of cash 
lying idle in banks to cushion their 
“rough estimates.” 

Companies forecasting on a quarterly 
progressive basis, or even monthly pro- 
gressive, are not much better off, since 
few of them subsequently go back and 
“audit” their earlier forecasts by com- 
paring them with actual. The work sheets, 
once they are completed, are tossed into a 
file drawer and are seldom looked at 


again. The company’s system of forecast- 
ing could consistently be causing a signifi- 
cant error! But management will continue 
using that method, without ever knowing 
the inherent nature of the error involved. 


The results: (1) Short-term loans have 
to be made on an emergency basis at ex- 
tremely high interest cates; or (2) the 
company is restricted from taking ad- 
vantage of foreseeable opportunities such 
as getting its share of a new market or 
developing a new product line at the ripe 
time; or (3) a huge chunk of cash lies 
idle in the bank year in and year out. 

A staggering increase in sales is a fine 
thing, provided that inventories and re- 
ceivables do not increase excessively out of 
proportion to such sales. An increase in 
inventories requires cash and an increase 
in receivables also requires cash. There- 
fore, cash forecasting should be brought 
into the proper light. As it stands now, 
accountants are showing more accuracy 
when forecasting their requirements for 
bolts and nuts than they are when fore- 
casting requirements for cash. 

Remember, there is no substitute for 
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cash. Dividends are not paid with “earned 
surplus” no matter how much of it shows 
on the financial statement. Obvious as it 
may seem, we sometimes must remember 
that there is a titanic distinction between 
“net profit’” as opposed to the excess of 
cash receipts over cash disbursements. 

hen a company is plagued with unde- 
pendable cash forecasts, it often ignores 
its own carelessness with the impressive 
explanation that it is in a “dynamic” in- 
dustry where one cannot be sure of 
changes from one day to the next, a 
“hard-hitting” business where boys are 
separated from the men; a “‘sink-or- 
swim” market, etc. 

Cash shouldn’t be valued on a basis of 
interest rates (i.e., what it would cost to 
borrow a given amount) because measur- 
ing with such a criterion minimizes the 
true value of cash. A more realistic meas- 
uring stick is return on investment. In 
other words, if a company is experiencing 
15 per cent return on investment, it 
should value its conservation of cash by 
15 per cent. Where a company experienc: 
ing 15 per cent return reduces its cash 
balance by carving out from it $100,000, 
putting that amount into “operations,” 4 
savings of $15,000 can be effected. Ac 
cordingly, it would pay a company to hire 
a man to spend full time on cash fore- 
casting in order to come up with ideas to 
conserve cash. His basic tool, of course, 1s 
the cash forecast itself. As a matter of 
fact, this tool is so important that it 
should appear in synopsis form in the 
forefront of the monthly operating 4- 
nancial statement. It shouldn’t be reduced 
to the status of “just another’ statistical 
report, as so often is the case. 
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Then, the question arises: What is a 
practical method of cash forecasting? 
Supposedly, there are four different meth- 


ods: 


1. Cash Receipts and Disbursement 
Method. 

2, Balance Sheet Projection Method. 

3. Adjusted Earnings Method. 

4. Working Capital Extrapolation 
Method. * 


Actually, all four methods are interre- 
lated. Obviously, they have to be, since all 
four of them depend on the same two 
basic sources of information; the budg- 
eted balance sheet and/or the budgeted 
profit and loss statement. The flat state- 
ment could be made that the forecaster 
should pull his data from either the 
budgeted — and loss or from the 
budgeted balance sheet—but not from 
both. Let's dig into each of the four 
methods and as we do so, this point will 
make more sense. 


CASH RECEIPTS 
AND DISBURSEMENT METHOD 

This method, a simple matter of listing 
anticipated disbursements against antici- 
pated receipts, is most suited to a small 
business organization. Where a large cor- 
poration tries to apply this “simple” 
method, the method can no longer remain 
simple. Despite this, most companies do 
use this method; probably, because it is 
the first thing that comes to mind; it ap- 
pears logical; the steps to take are p 
vious; it seems simple. But here are some 
reasons why it is not so simple: 

1. The usual approach in budgeting 
cash disbursements under this method is 
to take figures from the operating budget 
and adjust such figures “in the light of 
current conditions.” Here then, budgeted 
operating costs stand the danger of being 
listed as cash disbursements. For example, 
the cost of material consumed would er- 
roneously be listed as disbursements of 
cash in the month in which the material 
is consumed, but payments to vendors for 
the material may have already occurred or 
will not occur for another month or two. 
_ 2. Prepaid expenses, such as royalties, 
insurance, factory and office supplies, 
similarly are often listed as future cash 
disbursements according to the monthly 
allocations found in the budget. This re- 
sults in neat and smooth, monthly ex- 
pense-presentation, but bears little re- 
semblance to when the particular bills 
were actually paid or when they are due 
again. 

3. Payments for capital assets obviously 
must be budgeted as future cash disburse- 
ments. Such disbursements have nothing 
to do with the current period’s operating 
cost. This is apparent, but what isn’t so 
apparent is the fact that the items under 


m—_— 


*The name as coined by the author. 


























“He has four teen-age daughters” 


fabrication in the company’s own equip- 
ment shop confuse the picture. The oper- 
ating cost of the equipment shop, includ- 
ing salaries and wages, may already be 
accounted for under the cash budget, but 
stands the risk of being accounted for 
again on a per-job basis under the title, 
“Work In Process—Capital Items.” Ac- 
tually, only purchases of significant 
amounts for special equipment and ma- 
terial ordered for particular items should 
be considered. 

Another pitfall is to budget the item as 
a disbursement under the month in which 
it is completed. Undoubtedly, the sizeable 
cash disbursements connected with the 
item have occurred months ahead of its 
completion date. 

4, Depreciation expense requires no 
cash disbursement and, accordingly, must 
be pulled out of operating costs which are 
being tallied into a cash budget. Similarly, 
other expenses that are offset with credits 
to various reserve accounts must also be 
pulled out. 

5. Capital items that will be sold dur- 
ing the year will seldom be sold at a gain 
and could erroneously be overlooked by 
the forecaster. But, actually, cash will be 
received. Whether such sales will be 
booked as a gain or a loss is not impor- 
tant. The important thing is that cash will 
be generated. This source of cash may be 
ignored by some companies, depending 
on the amounts involved, but others may 
have to pay very close attention to it. 

6. Another common and _ understand- 
able mistake is to tally direct labor costs 
as cash disbursements, when such labor 
costs actually represent budgeted labor in 





THE CONTROLLER............... 


terms of units produced. Standard labor 
per unit multiplied by anticipated units 
to be produced over the period is not at 
all the same as wages to be paid in cash, 
regardless of how convenient it is to 
pluck such labor costs from the operating 
budget and toss them into the cash fore- 
cast. 

7. This is especially true where the cash 
forecast is prepared on a per-month basis, 
each month being treated in progression. 
Also, payments of other salaries and 
wages (other than direct labor) shouldn't 
be forecasted from monthly operating ex- 
pense as estimated in the operating 
budget. The operating budget is on a 
monthly profit and loss basis, not on a 
cash basis. Forecasts of salaries and wages 
(which represent a sizeable “cash outgo” 
for any company) could be off by as much 
as 20 per cent simply by ignoring the fact 
that some months have more pay days 
than others. 

8. Further, gross payroll figures would 
overstate the actual cash outgo from 
month to month, since sizeable deductions 
are made from each employe’s pay check 
representing federal and state withhold- 
ing tax, FI.C.A. and unemployment 
premiums, installment-purchase payments 
via the company store, stock options, etc. 
On the other hand, quarterly payroll de- 
posits must be taken into consideration in 
forecasting monthly cash requirements, 
pinpointing the months when such de- 
posits are to be made. 

9. Payments on short-term notes and 
on debentures, payments of interest, divi- 
dends, state and federal taxes, payments 
for executive compensation, salesmen’s 
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year-end bonuses, and deposits to sinking 
funds must also be reflected in the cash 
forecast and they are not always so ob- 
vious as they are listed here; especially 
where the forecaster is leaning heavily on 
the operating budget for much of his ma- 
terial. 

The preceding nine points are some of 
the reasons why the “simple’’ method of 
cash forecasting cannot long remain sim- 
ple when adopted by a company of any 
relative size. 

Another point, deserving a little reflec- 
tive thought, is that most companies do 
not know how much cash they actually 
disburse from month to month. Some or- 
ganizations would have to do considerable 
digging to come up with such figures. 
Payroll disbursements for each pay period 
would have to be added to trade disburse- 
ments and special money transfers in and 
out of the regular checking account during 
the course of the year would have to be 
backed out. American business simply is 
not “‘cash conscious.” Accounting records 
generally are on an accrual basis and the 
larger the company, the greater the use 
of allocations to spread charges evenly 
over the months of the year, obliterating 
the actual cash picture. 

For example, vacation checks issued to 
employes in the month of July, the vaca- 
tion month, together with regular pay 
checks for the period, invariably will re- 
quire one and a half times more ‘“‘payroll 
dollars” to be available in July than in 


any other month of the year. Yet, July is a 
shutdown period to most plants. Vacation 
expense, itself, has been absorbed over 
eleven and one half months, obliterating 
the impact of July’s cash requirements. 

Another example is the common prac- 
tice of pooling advertising expenses into 
a reserve account and charging them out 
on the profit and loss in relation to budg- 
eted sales (or to actual sales) to preserve 
the relationship between the two. 


BALANCE SHEET PROJECTION METHOD 


The name of this method pretty well 
obviates any lengthy description. Using 
this method, an organization prepares es- 
timated balance sheets for future periods, 
anticipating as accurately as possible their 
future levels of trade receivables, inven- 
tories, accrued payrolls, trade payables, 
capital assets, short-term and long-term 
borrowings and other major items—back- 
ing into a figure for cash which obviously 
would be the difference between assets 
and liability and capitalization. Not every 
balance sheet item must be accounted for. 
Small dollar-value accounts can be grouped 
under such broad titles as ‘“Other Assets.” 

There’s a lot to be said for this method. 
Accuracy is as easily obtainable using it as 
opposed to the ‘Receipts and Disburse- 
ments” method. The big advantage is that 
it is already in the language of the monthly 
financial statement. The conversion from 
profit and loss statistics to ‘“‘cash in-cash 
out” statistics as previously discussed is 


EXHIBIT A 
CASH FORECAST 
Schedule | 
For Period 12/31/59-12/31 /60 
(000’s Omitted) 


Funds to Be Acquired 











Decrease in Working Capital—less cash (See Exhibit B) $ 200 
Profit from Operations (after tax) 600 
Depreciation 390 
Distribution of Stock (Employe Plan) 10 
Sales of Capital Equipment 15 
Other 5 
Total Funds to Be Acquired $1,220 
Funds to Be Applied 
Net Additions to Buildings and Equipment $ 370 
Notes Receivable—non-current 180 
Sinking Fund Requirements 130 
Dividends Paid or Accrued 420 
Increase of Investments 190 
Redemption of Outstanding 42% Debentures 30 
Other - 
Total Funds to Be Applied $1,320 
Summary 
Beginning Cash Balance (12/31/59) $ 690 
Funds Applied $1,320 
Funds Acquired 1,220 (100) 
Ending Cash Balance Indicated $ 590 
FEIT CLOT OT Le APRIL 1960 
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not necessary. Seasonal trends for each 
major account can be developed from §. 
nancial statements of preceding periods, 
This method is very much like the other 
two methods which follow. 


ADJUSTED EARNINGS METHOD 

This method depends on a “‘sales and 
profit” forecast or what is also called 4 
“profit projection” report. If a company 
has not had the practice of issuing a pro- 
gressive monthly or quarterly “earnings 
forecast’”’ report, it shouldn’t try to create 
one overnight simply to meet the prereg. 
uisite of adopting this method of cash 
forecasting. 

Profit forecasting requires a little time 
to iron out the kinks and sharpen the ac. 
curacy of results. Naturally, the accuracy 
of the cash forecast is dependent directly 
on the accuracy of the profit projection 
report. 

Assuming that a profit projection te. 
port has been in use in a company for a 
sufficient period of time to insure reason- 
able accuracy, the cash forecast can be 
developed from such a report as follows: 


1. Assume that net profit after tax 
generates cash. 

2. Add to it those costs and expenses 
which, in fact, do not require an actual 
cash outlay (for example, depreciation ex- 
pense, inventory shrinkage loss, alloc 
tions of prepaid or deferred expenses). 

3. Add to it any foreseeable excess of 
collections over sales (which could very 
well be because of the nature of the in- 
dustry and seasonal trends). 

4. Subtract from it cash outlays which 
will not affect profit (such as acquisitions 
of capital assets, payment of dividends, 
ete.) 

5. Subtract from it any foreseeable ex- 
cess of accounts receivables over sales (see 
Item 3 above) or conversely, a decrease in 
trade payables. 


Some authorities feel that this method 
of cash forecasting is suitable only for a 
stable industry, that its resulting figures 
are too rough where sales and profit ex 
perience has been erratic, etc. But any 
conclusion as to the comparative accuracy 
between methods is delusory. 

Erratic sales and profit experience sug: 
gests but one thing; that any forecasted 
figures based on such experience are at 
best “educated guesses.” And, guessed-d 
statistics are not magically rendered more 
accurate through use of one method of 
forecasting over another. 

Profit and loss and balance sheet statis: 
tics are so interrelated that it is pure 
foolishness to argue, for example, that 
better accuracy can be achieved by antic 
pating “‘cash receipts” (Cash Receipts and 
Disbursement Method) rather than to ty 
anticipating “accounts receivable balances 
(Balance Sheet Projection Method), or 
try anticipating an excess of “collections 
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over sales” (Adjusted Earnings Method). 
Obviously, any one of the three figures is 
art and parcel of the other two. 

As it has been stressed so far, all four 
methods of cash forecasting are, in fact, 
one and the same. The only differences are 
those of form. Accordingly, and with that 
understanding, it is safe to recommend 
one method; recommending it not on the 
rounds of superior accuracy, but on the 
grounds of form. And, of the four, the 
Working Capital Extrapolation Method 
is recommended. This method, or more 
appropriately, this form of cash forecast- 
ing has the following advantages: 


1. It is short and snappy. 

2. It highlights significant changes in 
the level of trade receivables, inventories, 
funded debt. 

3. It can intelligently be included in 
the monthly financial statement, which 
would place cash forecasting in its proper 
status. 

4, It provides as much accuracy as any 
other form. As a matter of fact, because 
it is self-limiting to top figures, it con- 
ceivably is more accurate in the sense that 
the forests wouldn’t be overlooked be- 
cause of the trees. 

5. Of all the methods, this is the least 
subject to ‘‘clericalsclerosis,” a disease 
peculiar to business administration, caused 
chiefly by delegating. Inception of this 
disease occurs when an important respon- 
sibility, such as cash forecasting, is repeti- 
tively delegated downward through the 
organization strata, level by level, from 
an executive to some apathetic clerk, where 
the responsibility is perfunctorily carried 
out under those hard, unyielding rules 
established by routine. 


WORKING CAPITAL EXTRAPOLATION 
METHOD 

The proposed method, Working Capi- 
tal Extrapolation Method, is simple 
enough; being a slight modification of the 
familiar “Application of Funds” which 
commonly appears in financial statements. 
Notice the similarity. The Application of 
Funds lists funds acquired and funds ap- 
plied, arriving at an increase or decrease 
in working capital. With a few obvious 
alterations, this simple presentation of 
data could just as well arrive at an in- 
tease or decrease in cash. A suggested 
format is shown in Exhibit A. 
_ With the exception of the first two 
items, i.e, (1) Decrease in Working 
Gpital—less cash and (2) Profit from 
Operations (after tax), everything here is 


} tasonably under control of management. 


for example, Sinking Fund Requirements 
ae already fixed in amount; Increase of 
Investments is at the discretion of man- 
agement; and Net Additions to Buildings 
and Equipment are based on a capital 
budget approved and controlled by man- 
agement. Accordingly, forecasting such 


7 s e e e e 7. . . e . e o s e e . * . * 
EXHIBIT B 
ANTICIPATED CHANGES IN “WORKING CAPITAL—less cash” 
Schedule II 
For Period 12/31/59-12/31/60 
(000’s Omitted) 
12/31/59 12/31/60 

Accounts and Notes Receivable $ 8,110 $ 7,730 
Finished Goods 6,140 5,650 
Raw Materials 3,490 3,040 
Deferred Expense 290 310 

Total Current Assets (less cash) $18,030 $16,730 
Notes Payable $ 1,700 $ 300 
Accounts Payable (incl. payroll) 1,290 1,520 
Sinking Fund 140 130 
Federal Taxes on Income 690 840 
Other Current Liabilities 2,210 1,740 

Total Current Liabilities $ 6,030 $ 4,530 
Working Capital (less cash) $12,000 $12,200 
Increase (Decrease) ($200) Carry forward to 

Schedule | 
e . ” e e a -_ e . . e : . es . a e 7 . . 


items should not normally be difficult. 
Forecasting Profit from Operations (after 
tax) stems directly from the operating 
budget and is adjusted in lieu of current 
and immediately foreseeable conditions. 
Significant changes in working capital 
arise from changes in only a few major 
balance sheet items, which are: 


Cash Notes Payable 
Receivables Accounts Payable 
Inventories Tax Liability 


Accrued Liabilities 


To arrive at a change in working capital, 
the format in Exhibit B is suggested. 
Now, it is a matter of projecting future 
levels of each of the major items that de- 
termine working capital. 


Project Accounts 
and Notes Receivable Balances 

Trade accounts receivable undoubtedly 
cause the greatest number of headaches 
when forecasting cash requirements. A 
small percentage of error when projecting 
anticipated accounts receivable balances 
can easily void the entire forecast. This is 
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true because of the large dollar volume 
involved and because customer behavior 
is remote from management control. Ac- 
counts receivable generally represent the 
largest single item on the balance sheet. 
A 10 per cent error when forecasting al- 
most any other account may go unnoticed 
(and it is unlikely that such an error 
would occur, because management has so 
much more control on the other accounts). 
But, a 10 per cent error when projecting a 
future level in receivables would have 
tremendous impact. Simply stated, receiv- 
able balances are projected on the basis of 
sales, adjusted for seasonal fluctuations as 
collection experience dictates. 

Each month, to achieve as much accu- 
racy as possible, should be studied (from 
prior years’ statistics) to determine the 
collection pattern that each will charac- 
teristically have, as shown, for example, 
in Exhibit C. 

In other words, you not only have sea- 
sonal fluctuations in sales, but you also 
have seasonal fluctuations in the actual 
dollar-collection of these sales. For further 
illustration, forecasting receivable _bal- 


EXHIBIT C 


PATTERN OF COLLECTIONS 
Monthly Experience in Cash Collections 


Per Cent of Collections Applying 


(a) to current month’s sales 

(b) to sales of last month 

(c) to sales of three months ago 
(d) to sales made four months ago 
(e) to sales older than four months 
(f) Provision for bad debts 
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Jan. Feb. March April Ete. 
3% 4% 5% 5% 
73 74 74 75 
17 17 16 15 
5 3 3 3 
1 1 1 1 
1 1 1 1 
100% 100% 100% 100% 
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EXHIBIT D 


Assume 


That average annual sales are 
That sales in October were 
That sales in November were 
That sales in December were 


That sales in January (current month) are expected to be 


That February sales are forecasted as 
That March sales are forecasted as 
That April sales are forecasted as 
Etc. 

Etc. 


That as of 12/31/59 Accounts Receivable are 


ances for 12 months would be constructed 
as shown in Exhibit D. A separate sched- 
ule would be prepared for each month as 
shown in Exhibit E. 

Another approach in forecasting re- 
ceivable balances is to determine monthly 
relationships between sales and collec- 
tions. Since monthly cash collections 
theoretically equal monthly sales, this ap- 
proach requires determining the lag re- 
lationship for each month involved and 
stating it as a per cent of sales. To do this, 
a history is built up as follows: 


Collections : ; 
——————— = lag relationship (a percentage) 





Sales 
(For example) 
fi 

Sanvary Collections _ $3,720 _ 1, og 
January Sales $3,650 

February Collections __ _ $3,550 — 101.4% 
February Sales $3,500 

November Collections ae $3,700 — 96.1% 
November Sales $3,850 


January sales as used in the computa- 
tion would be the average sales for the 


(000’s Omitted) 


$38,000 
4,500 
4,000 
3,800 
3,700 
3,600 
3,650 
3,700 


$ 8,000 


month of January for the past three years. 
Similarly, January collections would be a 
three-year average for collections experi- 
enced in the month of January. Sales and 
collection experience for each month 
would likewise be worked out. Cash col- 
lections would be estimated as a per cent 
of projected sales, as for example: 








February Receivable Balance $ 8,000 
Add March Sales (as forecasted) 4,000 
$12,000 

Less Cash Received in March: 
(4,000 x 95.5 lag relationship) 3,820 
March Receivable Balance as Forecasted $ 8,180 


A more direct approach is to state the 
average relationship of monthly sales to 
monthly accounts receivable balances. For 
example: 

February Receivable Balance __ $8,000 


_ == Seo SOR ON 
ux" 





February Sales 


Future March sales would then be multi- 
plied by 200.0 per cent to arrive at the 
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EXHIBIT E 
Schedule #1—Forecasting January 31 Balance 
December 31 Accounts Receivable Balance $ 8,000 
Add January forecasted sales 3,700 
$11,700 
Less Collections: 
(a) On January sales ($3.7 x 3%) $ 111 
(b) On December sales ($3.8 x 73%) 2,774 
Total Collections Subject to Discount $2,885 
Less disc. (est. .8%) 23 $ 2,862 
(c) On November sales ($4.0 x 17%) 680 
(d) On October sales ($4.5 x 5%) 225 
(e) On sales prior to October ($38,000 x 1% ~ 12) 32 
(f) Provision for bad debts ($38,000 x 1% — 12) 
to Accounts Receivable Balance 32 
Total Deductions (cash collections) $ 3,831 
Projected January Receivable Balance $ 7,869 


Note: The new balance of $7,869 is carried forward and the process repeated. 
This is done progressively for each month, within the period being 


forecasted. 
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level of receivables, April sales would be 
multiplied by, say, 210.5 per cent, etc, 

Once the monthly percentages ate 
worked out, it is a simple matter to apply 
them against sales dollars. Accordingly, 
it is suggested that all three approaches 
be used to evaluate the results and ep. 
hance accuracy. But, statistical rules do 
not remain static. Conditions change and 
rapidly debilitate such rules. The company 
may broaden its credit policy to existing 
customers or adopt the accepted terms and 
credit practice of a new market into which 
it has expanded. Perhaps, in a multi. 
ple-division corporation, a change in the 
paying practice of the customers of only 
one division could seriously weaken the 
established statistical rules. General eco. 
nomic conditions would very definitely 
show an effect. That’s why it is essential 
to (1) compare actual figures, when they 
occur, to those figures forecasted at an 
earlier time and (2) to periodically te. 
compute the statistical rules employed in 
the projections. 


Projecting Finished Goods 
and Other Inventories 


Primarily, inventories are projected by 
the number of months’ supply required to 
support a given sales volume. Again, per- 
centage relationships from past periods 
can be tied to sales dollars, accounts te- 
ceivable or some other major item related 
to inventory fluctuations. Management is 
hesitant to write off semiobsolete or slow- 
moving items. Therefore, there may be 
involved a growth in inventories, inde- 
pendent of sales trends and exaggerated 
to some degree by inflation which, if sig- 
nificant, must be kept in mind. 


Projecting Accounts Payable Balances 


This category can generally be broken 
down into groups and each group can be 
projected using different, more applicable 
bases, with ranging degrees of accuracy. 

1. Salaries and Wages Payable ate pro- 
jected based on anticipated work force 
with necessary calendar adjustments. 

2. Excise Tax Payable (which is size- 
able if any at all) is projected on fore- 
casted sales dollars. 

3. Trade Accounts Payable are pto- 
jected satisfactorily as a percentage of in- 
ventories. Where trade accounts are size- 
able, and there is a significant lag between 
them and inventories, a month-to-month 
history can be built up. This inverses the 
steps for projecting accounts receivable 
balances. Relationships can be tied into 
sales dollars, cost of sales, inventory of 
other related items for each month. 

Depending on the company involved, 
other major portions of accounts payable 
may be isolated and projected on a differ- 
ent and separate basis most applicable to 
the portion involved. 


(Continued on page 194) 
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The RCA 501 fulfilled our specifica- 
tions and gave us more advantages 
than any other comparable system 
we studied. The entire processing 
cycle, from papertape input to ready- 
to-mail post card size customer bills, 
demonstrated dramatic speed and 
efficiency. 
BAYARD L. ENGLAND, 
Chairman of the Board 
Atlantic City Electric Company 
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RCA 501 helps achieve accounting 
modernization for a growing utility. 


Atlantic City Electric Company serves the industrial, com- 
mercial fishing, agricultural and dairy farming counties, as 
well as the world renowned recreational areas, of southern 
New Jersey. 


With the RCA 501 Electronic Data Processing System, 
Atlantic City Electric Company will handle a heavy flow of 
paperwork in one-half the time formerly required. 12,000 
customer bills a day can be speedily processed by the 501—at 
the lowest cost per unit of work in its price class. But speed 
is just one of the reasons it was selected; accuracy, efficiency 
and easy expansibility counted heavily. Also, the all-transis- 
tor construction provides reliability and drastically reduces 
size and weight, as well as power and cooling requirements. 


In addition to the tremendous job the RCA 501 will do for 
Atlantic City Electric Company, RCA Electronic Data 
Processing Systems are daily demonstrating power in other 
fields—insurance, banking, manufacturing as well as in 
government agencies. For full information on the advantages 
of RCA EDP for your business, write to— 





In every engineering feature, RCA EDP Systems reflect the electronic experience and 
knowledge of the world leader in electronics. Arrange to see the modern Data 
Processing Center in Cherry Hill, near Camden, New Jersey 


RCA ELECTRONIC DATA PROCESSING 


Tmk(s) ® 


RADIO CORPORATION of AMERICA 


ELECTRONIC DATA PROCESSING DIVISION e CAMDEN 2, NEW JERSEY 
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Arch Patton 


ITH A BOW to columnist Westbrook 
Weester, a widely known retail ex- 
ecutive once characterized the postwar 
period as “the era of wonderful compen- 
sation gimmicks.” 

While something less than accurate as 
a description of compensation administra- 
tion during these years, perhaps, this 
tongue-in-cheek quotation has a flavor that 
reflects the environment of the day. The 
impact of rising taxes on the take-home 
pay of the executive group made currently 
taxable income less and less desirable at 
higher levels. As a consequence, the fertile 
minds of the tax experts developed a 
series of devices—such as stock options, 
savings plans, profit-sharing trusts, de- 
ferred contingent compensation, split-dol- 
lar insurance, and the like—that either 
deferred income or made it taxable at 
capital gains rates. It was this prolifera- 
tion of compensation devices that made 
the 1950's the decade of the compensation 
gimmicks. 

These compensation devices became es- 
sential to offset the very real penalties 
that progressive taxation forced on the 
executive group. A study made by our 
firm showed that between 1939 and 1950 
the compensation of white-collar and 









Forces Shaping Executive Pay 
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Trends and problems: Decrease of compenso- 
tion gaps between industries and between in. 
dividual functions, increase of staff jobs, 
merit and incentive pay, performance rat- 
ings, use of controls, overseas assignments 


hourly employes had more than doubled, 
that of supervisors and foremen had risen 
83 per cent, and middle-management com- 
pensation had advanced 45 per cent. Dur- 
ing this same period, however, the total 
compensation of the top group of policy- 
making executives increased only 35 per 
cent—or one third as much as that of the 
hourly employe. 

But the real shocker in this survey was 
the finding that when adjusted for federal 
taxes and cost-of-living increases, top 
management’s purchasing power had been 
reduced 59 per cent in the 11-year span, 
and middle management's take-home pay 
had been slashed 40 per cent. White-collar 
and hourly employes, on the other hand, 
maintained or improved their purchasing 
power. 

Thus the simple arithmetic of progres- 
sive taxation, set in an inflationary en- 
vironment, made tax deferral and capital 
gains the logical focus of executive inter- 
est during the postwar years. While cash 
income rose steadily as a result of the 
shortage of executive talent and increasing 
corporate profits, the gimmicks held the 
center of the stage as the curtain came 
down on the 1950's. 





ARCH PATTON, a principal and director in the Chicago 
office of McKinsey & Company, Inc., management consult- 
ants, has written numerous earlier articles on executive 
compensation for THE CONTROLLER (February 1954, Jan- 
vary 1955, September 1956, and February 1958) and other 
business magazines. He is widely known for his work in ex- 
ecutive incentive plans and performance appraisals as well 
as in the compensation area. Prior to joining McKinsey, he 
was vice president of Wilbur-Suchard Chocolate Company 
and assistant to the president of R. Hoe & Company, Inc. 
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What about the next decade? 

How will the 1960's differ from the 
1950's? 

What forces are at work that will pro. 
duce these changes? 

Since the future is an extension of the 
past, an examination of present trends 
in executive compensation administration 
should be helpful in taking a look ahead, 
In other words, the environment in the 
1960’s will reflect management decisions 
being made under the pressure of today's 
events, which in turn is directly influenced 
by the past decade. 

Tax specialists have introduced no 
really new compensation devices in te- 
cent years. To be sure, there have been 
adaptations of earlier ‘‘gimmicks’ and 
there has been a better integration of ex- 
isting devices with one another. Du Pont's 
combining their bonus plan with a stock- 
option plan is a case in point. 

This does not necessarily mean that no 
new devices will be developed in the years 
ahead, but it implies that the potential 
avenues for minimizing taxation have 
been thoroughly explored and the point 
of diminishing return long since passed. 
Furthermore, tax deferral, per se, may be 
reaching the point of absurdity. For ex- 
ample, when an executive receives greater 
income after retirement—from his pen- 
sion, deferred compensation and savings 
or profit-sharing plans—than he did while 
working, a re-examination of compensi 
tion practice would seem in order. This 
unrealistic situation is found in an in 
creasing number of companies, which are 
paying their retiring executives more for 
not working than they ever received on 


the job. 


THE NARROWING GAP 


One of the most important trends 10 
industry today is the steadily narrowing 
gap between high- and low-paid industries, 
on the one hand, and functional positions 
within an individual industry on the 
other. Both trends are clearly evident in 
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the data reported by the various com- 
ensation surveys. 

In 1940, for example, the pay dif- 
ferential between the lowest- and highest- 
paid top-executive groups in 15 major 
industries was 250 per cent. In other 
words, the highest-paid industry manage- 
ment received two and one half times the 
compensation of the lowest-paid industry. 
By 1958, the spread between them had 
narrowed to a 150 per cent pay differ- 
ential—or one third. 

The spread between key functional po- 
sitions in industry also narrowed percep- 
tibly. In 1951, the ten highest-paid posi- 
tions below the executive vice president 
(such as the top sales, manufacturing, in- 
dustrial relations jobs, etc.) were between 
50 per cent and 27 per cent of the chief 
executive's compensation. By 1958, this 
gap had narrowed to the point where the 
compensation of these same jobs had risen 
to between 31 per cent and 56 per cent 
of the chief executive’s pay. In other 
words, the pay of this group of executives 
moved closer to that of the chief execu- 
tive. 

This leveling-off of compensation be- 
tween industries and functions is under- 
standable. Top management men of a low- 
paid industry, being human, find it hard 
to believe that the executives of the 
highly compensated industries are really 
worth more than they themselves are. 
With the compensation surveys providing 
moral support, narrowing the gap be- 
comes an unconscious management ob- 
jective. It is relatively easy for top man- 
agement to blame all manner of problems 
on low compensation and to overlook the 
fact that jobs in some industries are worth 
more than in others. 

The leveling-off of functional position 
values within an industry is more com- 
plex. In my judgment the most important 
element in the narrowing job-compensa- 
tion gap is the proliferation of staft posi- 
tions in industry; a trend that shows few 
signs of slowing down. When top man- 
agement creates a new staff job, it usually 
establishes a compensation rate for the 
position that it hopes the new man will 
be worth. Hope, rather than performance, 
sets the price at the start. 

But in the practical give-and-take of the 
decision-making process, the performance 
of the new staff executive does not always 
live up to top management's expectations. 
As a result, the individual incumbent 
sometimes ends up being paid more than 
he is worth in terms of performance when 
compared with other executives. Since 
compensation is an important status- 
symbol, as well as the staff of our eco- 
nomic life, early mistakes in job value- 
setting are very difficult to change. They 
tend to perpetuate themselves in the com- 
pensation structure as a result of top 
Management's apparent unwillingness to 
change value relationships once they have 
been established. 





IRS CLARIFIES POSITION ON DEFERRED COMPENSATION 


The Internal Revenue Service is withdrawing its opposi- 
tion to a court decision, which permitted tax deferral on 
future income, and will be governed by the verdict in 


settling similar cases. 


The Service now seems to distinguish between a sum set 
aside immediately for future payments and agreements to 
defer payment of portions of future earnings. It makes 
clear it will not hereafter regard deferred compensation as 
constructively received at the time funds are set aside, if 
the agreement covers future earnings. 
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Since the salary level set for a new staff 
job generally reflects the highest expecta- 
tions of top management, it tends to 
“float up” toward the traditionally high 
values placed on key line jobs. Hence the 
narrowing compensation gap between jobs 
is a fairly natural consequence of the 
factors at work. 

Needless to say, setting the value of a 
new position calls for the wisdom of a 
Solomon. One of my associates, John J. 
Corson, who heads our Washington of- 
fice, commenting in a recent magazine 
article on the problems of business and 
government in the space age, had this to 
say about job values: 

“It follows that the laws of supply and 
demand fix a fancy price on scientists’ 
heads. We must realize that in a tech- 
nological civilization of today and tomor- 
row, the physicist is, in fact, worth more 
to our society than a congressman, or an 
assistant secretary for material, or even a 
vice president for finance.” 

These are disturbing words to the more 
conservative of us, but I suspect they are 
all too prophetic of compensation prob- 
lems looming ahead in the 1960’s when 
the integration of the wide variety of new 
jobs created in the past decade will be- 
come essential. 

Psychologists tell us that men do not 
work for money alone; that the approval 
of their associates is a more important 
incentive. However, they often seem to 
overlook the fact that money is the yard- 
stick by which the approval of our asso- 
ciates is expressed. This means that com- 
pensation assumes the dual function of 
providing financial reward at the same 
time it reflects the approval of our asso- 
ciates for work we have done. 

At some time in the very near future- 

a future that is already here for many com- 
panies—top management will be under 
great pressure to make sharper distinctions 
between the profit contributions of the 
various executives. The real profit-maker 
will want management's approval of this 
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contribution expressed in a time-honored 
way—with more money. For example, 
the controller who is helping cut costs, 
and focusing top-management attention 
on greater profit opportunities, will be- 
come increasingly unhappy if his pay is 
bracketed with jobs making what he be- 
lieves to be a lesser contribution to com- 
pany profitability. This pressure will as- 
sume growing importance as job values 
clarify as a result of a broadening use of 
compensation surveys, and executives be- 
come aware of disparities between the 
value placed on a job by the company 
compensation structure and their own 
practical evaluation of its worth. 

At the very least, this will call for a 
careful reassessment of position responsi- 
bilities, particularly between line and 
staff executives. This is needed to ensure 
that the organizational explosion of the 
past two decades has not resulted in over- 
organization. Companies that have ex- 
plored this area with an inquiring mind 
find considerable evidence that Parkin- 
son's Law has been at work during the 
past decade! 


GENERALIZING 
THE “MERIT” INCREASE 

Another important trend in recent years 
has been the gradual generalizing of merit 
increases. During the labor shortage of 
World War II and the early postwar era, 
management developed the habit of giv- 
ing virtually automatic merit increases to 
practically everybody in an effort to pre- 
vent turnover. Unlike elderly generals, 
this bad habit apparently did not just 
fade away; it remains with us today in 


* the compensation administration practices 


of many companies. 

The uniformity of the merit-increase 
pattern over a three- or four-year period 
in many companies is astonishing. While 
the company may reduce or withhold the 
merit increase of an executive in one year, 
there is an apparently irresistible tempta- 
tion to make this up in the following year. 
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You can almost hear top management say- 
ing to itself, ““We passed over old Joe last 
year, so we'd better give him a little big- 
ger-than-average salary increase this year.” 

The problem created by the generaliz- 
ing of the merit increase, of course, is that 
the increasing or decreasing contribution 
of individual jobs goes unrewarded, hence 
the changing values of executive jobs are 
not adequately recognized. Yet job values 
do change with the shifting economy. The 
purchasing function made important con- 
tributions to company profits during the 
war and postwar shortages that disap- 
peared with the return of adequate sup- 
plies. The industrial relations and control- 
lership functions have become increasingly 
valuable with rising labor and in-process 
costs in a competitive market place. 

Management’s answer to this generaliz- 
ing of the merit increase, interestingly 
enough, has been a growing use of ex- 
ecutive bonus plans. It is as though top 
management instinctively recognized the 
inadequate incentive in the meritless merit 
increase and looked to the bonus plan to 
provide this direct motivation. Less than 
20 per cent of the companies had bonus 
plans in 1945, whereas today approxi- 
mately 60 per cent of the companies have 
such programs. 

One of the practical reasons for the 
boom in bonus plans is that they appear 
to foster higher company profits. A study 
by McKinsey & Company, Inc. reported 
in THE CONTROLLER* showed that top- 
paying bonus-plan companies increased 
profits twice as fast as the average com- 
pany in the previous decade, and reported 
a 40 per cent higher return on investment. 


* “Does High Executive Pay Mean High 
Profits?” by Arch Patton, THE CONTROLLER, 
February 1958. 


This suggests that the environment in the 
high-pay, bonus-plan companies greatly 
improves the profit-mindedness of ex- 
ecutives. 

Studies show that the total compensa- 
tion of the executive group in large com- 
panies accounts for only four per cent of 
the total payroll. This being the case, pay- 
ing executives more than the “going rate” 
—and insisting on high performance 
standards—is good economics from the 
shareholders’ viewpoint. If executives are 
paid above the going rate, for example, 
and their compensation has been soundly 
administered, the record indicates that the 
company could expect to report profits 
well above competitive levels. Further- 
more, if this extra compensation resulted 
from a profit-based incentive plan, stock- 
holders would receive marginal earnings 
totaling many times the additional com- 
pensation made under the bonus program. 

Having eliminated the administrative 
problems involved in merit increases by 
generalizing them, management has sim- 
ply transferred these problems to their 
bonus plans. This is indicated by the 
growing number of incentive plans that 
are recognized as being “in trouble.” If 
my experience with such bonus plans is 
any criterion, incentive programs become 
unproductive because down-the-line ex- 
ecutives do not believe bonus payments 
reflect their individual contribution to 
company profits. They do not see evidence 
of management effort to evaluate their 
individual performance. This, in turn, is 
frequently the result of weaknesses in the 
approach used to appraise the effect of 
individual performance on a company’s 
long- and short-term profitability. 

Recognizing the fundamental nature of 
the need for sound performance appraisal 
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in administering both merit and incentive 
programs, a number of top-flight com. 
panies have moved in the direction of 
developing a task-oriented basis for ap. 
praising executive performance. Briefly, 
this involves setting up individual tasks 
at the beginning of the year that are based 
on annual corporate goals and then ap. 
praising individual performance at the 
end of the year in terms of the executive's 
ability to accomplish these tasks. The 
trend to task-oriented performance ap. 
praisal is well under way and shows prom. 
ise of making compensation administra- 
tion truly an “instrument of leadership.” 


USE OF CONTROLS 


Another trend in the early stages of de- 
velopment is the growing use of controls 
in compensation administration. We are 
all familiar with the controls that have 
been developed in sales, manufacturing, 
capital outlays, research and so on. But 
it is the rare company that has such in- 
formation—the basis for control—on 
merit-increase patterns between divisions 
or functions within a division. It is not 
unusual to find one functional area in a 
company giving one merit increase to 
every two eligible employes while an- 
other major function in the same company 
is giving merit increases to one out of 
four or five persons. Nor is it unusual in 
such situations to find merit increases 
averaging, say, four per cent in one di- 
vision and nine per cent in another. 

The controls currently being used are 
usually statistical devices that enable top 
management to judge how effectively di- 
vision or functional executives are ad- 
ministering salaries, bonuses and promo- 
tions. For example, promotion is_ the 
greatest incentive in the mind of the 
average executive, since it involves both 
money and prestige. But many companies 
have no means of ensuring that merit in- 
creases—and bonus payments, for that 
matter—are reflected in promotion de- 
cisions. In other words, they have not 
recognized the need for a consistent rela- 
tionship between merit increases, bonuses 
and promotions. Instead, in too many 
companies, years of service receive the 
promotional nod over performance, de- 
spite contrary evidence to be found in 
merit and bonus records. 

Yet promotion clearly exposes top man- 
agement’s basic philosophy for all to see. 
When seniority is given precedence over 
performance in a promotion, employes at 
all levels are quick to grasp the signifi 
cance of this move. They understand that 
while the chief executive may talk about 
the need for individual performance, his 
actions say much more loudly that sen- 
iority is the key to promotion. Since top 
management seldom consciously makes a 
choice of seniority over performance, the 
frequency with which this occurs strongly 
implies a lack of information—the other 
side of the control coin. 
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FOREIGN ACTIVITIES 


Another trend that is virtually certain 
to make for problems in the 1960's results 
from the number of companies deriving 
increasing income from foreign opera- 
tions. For example, overseas investments 
of U. S. companies were $12 billion in 
1950 and had risen to $28 billion in 
1958. Some four and one half million 
Americans are employed directly or in- 
directly as a result of these overseas ac- 
tivities. 

The compensation complexities of for- 
eign operations, involving not only the 
laws of many lands but a bewildering 
variety of tax structures, have only begun 
to be a problem for many companies. 
However, even those companies that have 
operated overseas for a long time are find- 
ing it more difficult to maintain a con- 
sistent compensation policy as their for- 
eign operations become more and more 
closely integrated with domestic opera- 
tions. The need for a mobile executive 
group becomes increasingly important as 
the world market replaces the domestic 
market as a corporate objective; and the 
penalties of restrictive compensation prac- 
tices can be severe. 


SUMMARY 


Thus we find a number of trends at 
various stages of development as the 
1960's open: 


1. The narrowing compensation gap 
between industries and functions within 
industries ; 

2. The steady expansion of staff jobs 
in industry ; 

3. The generalizing of merit increases; 

4. The sharply increased use of ex- 
ecutive incentive compensation ; 

5. The developing need for more ef- 
fective appraisal of executive perform- 
ance ; 

6. The use of controls as a means of 
improving compensation administration ; 
and, finally, 

7. The complexity injected into com- 
pensation administration by overseas ac- 
tivities. 


Some of these trends will continue to 
develop further in the decade ahead. 
Others, like the generalizing of the merit 
increase, may well be reversed. However, 
I believe these trends point to one major 
conclusion ; that compensation administra- 
tion is going to be more important to the 
effective utilization of executive resources 
during the 1960’s; and more difficult. 
The “decade of the gimmicks” has ended. 
Top management can no longer rely so 
heavily on pulling a new compensation 
rabbit out of the hat when the administra- 
tion of a salary or bonus plan becomes 
ineffective. 

This does not mean that the various 
fringe devices—the gimmicks—will wither 
and die. Far from it; the years ahead are 





BOOM IN PENSION AND PROFIT-SHARING PLANS SINCE 1940 


Growth in private pension and profit-sharing plans since 
1940 is illustrated in figures released by the Social Security 
Administration which show the number of employes 
covered under such plans increased from 4.1 million to 
19 million—a gain of 363 per cent; annual contributions 
increased from $310 million to $4.68 billion—a gain of 
more than 1400 per cent; total reserves of private pension 
and deferred profit-sharing plans climbed from $2.4 billion 
to $39.3 billion—a gain of more than 1500 per cent. 


likely to see them integrated into an over- 
all program that more effectively motivates 
the executive and is more directly geared 
to the interests of the shareholder—the 
latter being a consideration frequently 
overlooked during the 1950's. 

But the greatest challenge in the 1960's 
—if current trends are meaningful—lies 
in the increasingly pressing need to evalu- 
ate the contribution of the individual ex- 
ecutive more effectively. Overrewarding 
a job in its early years can be lived with. 
But as the value relationships between 
jobs become more widely recognized, the 
outstanding contributor is likely to accept 
the overrewarding of a marginal contribu- 
tor as disapproval of his own perform- 
ance or a reflection of top-level incom- 
petence. 

If this evaluation of individual con- 
tribution to company profits is to be done 
more effectively, management needs to 
understand how—and by whom—de- 
cisions are made and influenced. It needs 
to think through the profit consequences 
of the decision-making process as far as 
the company is concerned and identify 
the really key elements in success or fail- 
ure. Unless the positions critical to com- 
pany profits are paid in some reasonable 
relationship to their contribution, the mo- 
tivation of executives to seek out these 
bee yas jobs will tend to dry up. Why 
seek out a risky job when approximately 
equal compensation 1s paid for a job hav- 
ing a less measurable impact on company 
profits ? 

Last, but not least, management in the 
1960’s needs to develop sound yardsticks 
for judging individual performance so 
that the constantly shifting values of job 
contribution can be recognized, and ad- 
justed for, to the end that incentive to 
improve profitability is maximized. 

If job values are to be set more soundly, 
and the performance of individual execu- 
tives appraised more realistically, the 
1960's will see a growing need for: 


THE CONTROLLER.............. 


1. A better control function to help 
managers set job targets for individual 
executives and provide a basis for judging 
results. This calls for a creative controller 
willing to take the initiative in making 
contributions to the appraisal process that 
are recognized as sound and fair. It means 
that the controller must think in terms of 
qualitative as well as quantitative budgets, 
for a major segment of an executive's job 
is measurable only in qualitative terms. 


2. A better market and economic re- 
search function to help assess the difficulty 
of an executive's accomplishments. Much 
of the unfairness in bonus administration 
stems from management's inability to 
realistically assess the difficulty involved 
in an executive's performance. His sales 
may be up 10 per cent, but industry sales 
may have risen 20 per cent. His divisional 
return on investment may be the highest 
in the company, yet below the average in 
his division’s industry. Such economic 
facts need to be recognized in allocating 
bonus funds to divisions as well as in- 
dividuals. , 


3. A better personnel function to en- 
sure that executive compensation admin- 
istration is consistent with the needs and 
objectives of the individual company. Per- 
sonnel executives have tended to devote a 
major portion of their attention to union 
relations on the grounds that four fifths 
of the payroll dollars are invested here. 
As a result, the recruitment, training and 
compensation of the top one per cent of 
the personnel in a company—the execu- 
tive cutting-edge—has often been per- 
mitted to drift without adequate leader- 
ship. 


Present trends indicate that these key 
staff functions will exert an increasingly 
important influence over management’s 
ability to use compensation administra- 
tion as the powerful instrument of leader- 
ship it can be. 
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Plywood 
branches out 


...and commercial banks 
help extend its usefulness 


In homes and buildings. On walls, floors 
and boat hulls. Even in tiny tree houses 
plywood proves its strength, displays its 
beauty. 

And America’s commercial banks help 
make it one of the most useful materials 
of modern times. 

Loans from banks help fell and trans- 
port trees. They provide cash for ma- 
chinery to peel logs down to supple 
veneers, and cross-bond them into rugged 
plywood panels. And a good many times 
it’s a bank that helps put plywood, plain 
and fancy, in lumberyards where people 
can pick and choose. 

Loans are the thing. But along with 
them goes something harder to see, but 
just as important. It’s dependable bank- 
ing service backed up by wise financial 
counseling. 

As the leading lender to business and 
industry, The Chase Manhattan Bank 
of New York is proud of commercial 
banking’s contribution to agricultural 
and industrial progress. 


CHASE 
MANHATTAN 
BANK 


CHARTERED IN 1799 


Member Federal Deposit Insurance Corporation 


































George J. Meyers, Jr. 


Executive Vice President 
Reading Tube Corp., Reading, Pa. 


gen are really take-home pay. To 
be more specific, they are that por- 
tion of take-home pay over which one can 
make the decision as to how it is to be 
spent. 

Who determines these salaries? The 
boss? 

Not by a long shot. The boss merely 
follows a system when he specifically puts 
the amount of ‘pay’ on the company 
ledger. He can no more pay the wrong 
salaries relative to work performed, over 
any considerable time for any consider- 
able number of persons, than he can defy 
the law of supply and demand. The rea- 
son is that salaries themselves are ruth- 
lessly set by law of supply and demand. 
The supply is no greater, no less, than 
the number of available outstanding per- 
sons to fill the positions of foreman, gen- 
eral foreman, president, chairman, etc. 
The demand is that of industry, of the 
public, of the community, for service 
which only these men of ability can sup- 
ply. The ability is the ability to manage, 
the ability to take risks and come out on 
top, the willingness to be decisive and all 
those qualities which community leaders 
must have for the community to exist. In 
industry, it is an axiom that no company 
can violate its salary scale. 

Obviously, any company can violate its 
salary scale with reference to an individ- 
ual, or with reference to a group of in- 
dividuals, for a short time. If, however, 
the salary scales are such that those in 


“The Graduated Income Tax Is a Tax on Business” 





leadership positions are not paid enough 
compared to those immediately under 
them, we see the effect of overstaffing or 
“passing the buck.’’ We see deadness 
come to the organization. We see more 
paperwork than progress. We see the 
shirking of responsibility and, in addition, 
we see an unwillingness on the part of 
people to stay in such an organization or 
in a position which does not pay a salary 
great enough in comparison with the posi- 
tion below it—back to the law of supply 
and demand. 

If salary scales are made too steep, the 
higher-paid men have a sense of inse- 
curity. In this case, they fear the law of 
supply and demand. Where the salary re- 
lationships are too steeply graded, we see 
the “one-man” type of organization. Jeal- 
ousies develop. The company loses ground 
because the staff at various levels tends 
to hold too much to itself and fails to 
delegate authority properly. It fails also 
to inspire others to greater achievements. 
Again, there is an unwillingness for a 
person to remain in such an organization 
—back again to the law of supply and 
demand. 

Thus, we see that the relationship be- 
tween jobs of varying degrees of respon- 
sibility in a community must follow a 
normal pattern set by the law of supply 
and demand, or the community or organ- 
ization will tend to degenerate. 

This law of supply and demand does 


not apply to make-believe salaries or 
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A Birthday Present 
For Your Company 


For 14 years we have been studying, designing 
and installing the finest cost and budgeting systems in England 
«qs Now, on our 14th Birthday, we 
have at your disposal a unique present—our latest version of the 
now famous Marginal Income Cost System. “aS <5 “as May 
we have the pleasure of hearing from you and your associates? 


<j MeCORMICK & COMPANY, Consulting Engineers, 


























Supply and demand still prescribe 
true pay levels, says this executive, 
converting the graduated income tax 
into something not intended 


“book” value of salaries; it applies strictly 
to true salaries in the sense described 
above. That is, it applies to that part of 
total pay over which a man can make his 
own decisions. For example, if a man has 
been in a work force and has become ac- 
customed to having a television set, a low. 
priced car, a comfortable home, and to 
sending his child to a public school, it 
might be said that he has adjusted him- 
self to the particular salary which he 
earns. If, now, this individual is pro- 
moted to a foreman, what does he expect 
to gain? 

He expects to gain in this particular 
case an increase in his hourly salary of 
10 per cent or 15 per cent. Upon getting 
this 10 per cent or 15 per cent he expects 
to do something with it. This something 
might be to buy a more expensive car, or 
a better television set, or perhaps buy 
something for the boy in school or maybe 
to give him a better education. These are 
things which he expects to do with his 
increment in salary, and for this incre- 
ment he has been willing to accept te- 
sponsibility over others, to make decisions 
and to accept the personal responsibility 
of leadership in production, science, edu- 
cation, character, or a combination of all 
these plus some other items which may be 
associated with the increase in his pay. 

The above is not only true for an in- 
dividual or an organization; it is true 
throughout the whole community. It is 
this law of supply and demand, and the 
impact of differences in salaries, that de- 
termine the income relationships among 
those in industry, those in teaching, those 
in medicine, the clergy, the bricklayer, the 
store owner, the business manager and 
all others who make up the community. 

If we accept the above hypothesis, we 
come to a very startling conclusion. This 
is that taxation based on the graduated 
income tax principle is nothing but a 
taxation trick to fool the public, an ex- 
pensive way of collecting taxes and 4 
misrepresentation of the facts of life as 
well as the facts of economics. 

True salaries are determined by the law 
of supply and demand. If, therefore, a 
graduated income tax is imposed on this 
system, there will then have to be book 
salaries under the graduated income tax 
which will be set at levels to make the 
true salaries come out in proper propor 
tion. For example, if the community, due 
to its degree of enlightenment, sets one 
salary for a particular job as being twice 
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institution paying the higher salary will 
have to pay on its book much more than 
double for the higher salary. This is be- 
cause the higher salary is taxed at a 
higher proportionate rate than is the 
lower salary. But people’s true salaries are 
set, not by taxation, but by the law of 
supply and demand. Therefore, taxation 
is merely superimposed on the true basic 
law of supply and demand salary structure. 

Graduated taxation does not reduce the 
corporation president's salary to the level 
of the men below him because if this 
were done, the corporation would be de- 
stroyed. Instead, it merely gives him a 
book salary disproportionately greater 
than those below him in order to adjust 
for paying the federal income tax. Hence, 
over the years, a graduated income tax 
merely tends to give us fantastically steep 
relationships among the book salaries in 
a corporation. Meanwhile, true salaries 
will go on as they have through the ages, 
being paid in proportion to achievement 
and responsibility accepted, that is, in 
proportion to the total contribution to the 
community. 

This brings us to another startling con- 
dusion. We have seen that book salaries 
tend to grow to the point at which they 
take care of both the federal income tax 
and the basic salaries needed to fulfill the 
law of supply and demand. This process 
actually amounts to a method of meeting 
the Government’s requirements by reach- 
ing into an enterprise to take out an 
added tax on production. 

It would be cheaper for the enterprise 
to pay a flat straight payroll tax on its 
total payroll than to go into the rig- 
marole of calculating ‘‘withholding tax” 
based on a complicated formula derived 
from a multitude of pay levels. This 
would mean returning to the original 
concept of the founding fathers of the 
United States, which was that the tax 
should be proportional to what one earns 
—not a graduated income tax. 

To illustrate this, if we look at a typical 
industrial community with a United Fund 
of $1.55 million, at first blush, we would 
think that the Government is not taxing 
the United Fund, i.e., the charities and 
service of the community. The fact is, 
however, that the withholding tax which 
each of the enterprises of the United 
Fund turns over to the Government from 
the salaries of those working for the 
United Fund is nothing more or less than 
a tax on the charities of the community, 
slid under the door by pretending that it 1s 
not a tax on charity, but on the individ- 
ual. Thus our churches, our charities, and 
every Organization in the community that 
is large enough to turn in withholding 
taxes is being taxed directly by the Gov- 
€tnment. Meantime, individuals them- 
selves, in the long run, will always be 
paid in terms of true pay according to the 
law of supply and demand. 


that which should be for another job, the 








HERE’S A CLAIM THAT 
MUST PAN OUT! 


We can help you cut your data processing costs, and in 
many cases produce more and better information besides 
— Payroll preparation — Sales Analyses — Insurance 
Accounting and Statistics — Research Tabulation, any, 
or all of these are made short work of by our “mine” 
of MACHINES, MANPOWER, METHODS. 

This claim is staked upon the fact you only pay 
for actual time per application, costs are known in 
advance — results can be counted on. 
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Proof of claim will be gladly supplied to companies 
| large or small without obligation. Telephone, or 
write Dept. C-4 for a representative. 


RECORDING & STATISTICAL 
CORP TION 


Executive Offices: 176 Broadway * New York 38, N. Y. 
Operating a nationwide system of regional service bureaus for data processing 
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100 Sixth Ave., New York 13, N. Y. WOrth 6-2700 

566 Atlantic Ave., Boston 5, Mass. Liberty 2-5365 

223 W. Jackson Bivd., Chicago 6, Ill. HArrison 7-7357 
560 Sacramento St., San Francisco 11, Cal. EXbrook 2-4341 
407 McGill St., Montreal, Canada. Victor 2-3831 

439 Wellington St., W., Toronto, Canada. EMpire 3-4951 


NATIONWIDE SERVICE 
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HE MODERN CONCEPT of controller- 

ship and the responsibilities that such 
a concept embodies were reflected in the 
technical program presented at the 1960 
Southern Conference of Controllers In- 
stitute of America. Three papers consid- 
ered the controller in the light of today’s 
challenges, legal aspects of corporate 
business, and embezzlement, while two 
others examined the field of management 
decisions and taxes. 


BROWNE: The Controller Should Meet 
Today's Challenges 

“We who practice controllership are, 
or should be, aware of its broad content 
and of its utility in the sense of serving 
those in management whose task is to 
plan, measure, and control. But have we 
really understood our managerial role?’ 
Using Controllers Institute’s concept of 
controllership* as the point of departure, 
Dudley E. Browne, vice president-fi- 
nance, Lockheed Aircraft Corporation, 
Burbank, California, examined the con- 
troller’s performance in the light of 
today’s challenges. 


* See masthead of THE CONTROLLER, p. 151. 


The function of controllership em. 
bodies specialized knowledge in a variety 
of seemingly diverse fields including ac. 
counting, forecasting, budgeting, systems 
planning, data processing, taxes, insur- 
ance, internal auditing and, in many cases, 
office management. Since most of these 
components have their own professional 
associations, what, asks Mr. Browne, is it 
that sets controllership apart? The sole 
distinction, he found, is in the concept of 
managership in that the controller is an 
integral part of top management, with 
such a position implying two significant 
responsibilities. One is that of organizing, 
staffing, and ensuring the performance of 
these specialties and of integrating them 
into a cohesive group that can meet the 
needs of management; the other is the re- 
sponsibility of sensing where, in the area 
of management, the functions of control- 
lership may be of use. 

As to how controllers are meeting the 
internal challenges within the function of 
controllership, Mr. Browne cited John T. 
Garrity of McKinsey & Company who 
stated that, in his opinion, the controller 
of today is in practice further away from 
actually living up to the concept of con- 
trollership than he was ten years ago. As 
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evidence of this, he pointed to the crea- 
tion of executive positions, independent 
of the controller, responsible for the 
planning, controlling and the interpretive 
functions which are so prominent in our 
concept of controllership. 

He attributed this development to in- 
active controllers who were not doing 
their jobs primarily because they failed 
to follow the Institute’s concepts, or to 
active controllers who believe in this con- 
cept but failed to serve management's 
needs because of one or more of the fol- 
lowing deficiencies: 

1. Preoccupation with financial reports. 

2. Accounting oriented rather than op- 
erations oriented. 

3. Spotlighting “line” items rather 
than programs. 

4. Failure to look beyond the year. 

5. Concern over accounting niceties 
rather than management’s needs. 


Another challenge to the controller- 
ship function is the tendency to place ad- 
ministrative systems and data processing 
outside the controller's organization. The 
controller who lets these functions be 
housed outside his organization, said Mr. 
Browne, has surrendered a vital part of 
his function. 


BOLLARD: The Controller and 
Embezzlement 


In emphasizing the importance of in- 
ternal control, Richard L. Bollard, special 


auditor for the Liberty Mutual Insurance 


Company, Atlanta, Georgia, reported that 
fidelity losses have increased over twice 
as fast as the national income and the 
chances of sustaining such a loss today are 
greater than they were ten years ago. 

Controllers are responsible for strict 
accounting of the assets, liabilities, in- 
come and expenses of their company and 
are supposed to nip in the bud any de- 
signs against company assets before the 
ensuing loss assumes sizeable propor- 
tions. If he is going to bear the burden, 
this executive will protect himself and his 
company by internal control. 

A crime prevention survey, consisting 
of a review of accounting procedures and 
adequacy of internal control, may point 
out conditions which could lead to losses. 
When management stresses the point of 
“trusting its employes,” it must be re- 
membered that trust implies moral obliga- 
tions on both parties: the employes must 
be honest in dealings with the employer 
and, conversely, the employer must keep 
temptation out of the employes’ way. 

(Continued on page 178) 
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ABOVE 
JOHN C. SHEA, vice president and a director of 
Controllers Institute and vice president of the 
Whitney National Bank of New Orleans, presided 
at the opening day’s luncheon. Others shown in 
the picture include officers and directors of CIA. 





BELOW 


Presiding at the head table for the closing lunch- 
eon is GEORGE WILLIAMSON, Conference gen- 
eral chairman and administrative vice president 
of H. W. Lay & Company, Inc., of Chamblee, 
Georgia. Others at the head table are members 
of the Southern Conference Executive Committee. 
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Meet 
the 
Billing 
Department 





This is a Friden CTS Computyper. The girl who runs it can turn out an amazing 
number of invoices and still have one of the easiest jobs in the office. Together, 
she and the machine comprise a complete billing department. 


Utilizing edge-punched cards which contain constant data, the CTS writes the 
heading and line items at a speed of 100 words per minute. It stops automatically 
to let the operator fill in order number and item quantity. Extensions, discounts, 
tax computations, and totals are figured and typed on the invoice automatically. 
Grand totals are stored in the machine and may be printed at any time. 


As the invoices are prepared, the CTS automatically punches selected informa- 
tion into a by-product paper tape for subsequent data processing such as direct 
conversion to tab cards. Or, the CTS itself may directly control punching of tab 
cards as another automatic by-product. 


We call this PRACTIMATION: automation so hand-in-hand with practicality 
there can be no other word for it. For complete information, call your Friden 
Systems Man or write: Friden, Inc., San Leandro, California. 
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Mr. Bollard listed the fundamental 
ag of internal control as including, 
ut not limited to: 


1. Proper authorization and recording 
procedures for reasonable accounting con- 
trol. 

2. Establishment of generally accepted 
practices in the performance of duties 
and functions in all organizational de- 
partments. 

3. Segregation of interlocking _posi- 
tions of trust. 

4. Separation of the functions of ac- 
counting and custodianship. 


Companies will go to great effort and 
expense to maintain a perpetual inventory 
but, instead of spot-checking quantities 
periodically, one complete physical in- 
ventory is taken at the end of each year. 
“We do not advocate slowing down pro- 
duction or incurring excessive expense for 
interim physical inventories but few com- 
panies are so busy that they could not af- 
ford to have certain items verified phys- 
ically against book balances. More im- 
portance should be attached to this pro- 
cedure than to making frequent audits 
of a $200 petty cash fund,’’ he concluded. 


EICHENBAUM: The Controller and Legal 
Aspects of Corporate Business 

“The lawyer, by profession, by ex- 
perience, and generally by nature is a 
counselor,” stated Charles Eichenbaum, 
senior member, Eichenbaum, Scott & 
Miller, Little Rock, Arkansas. ‘His stock 
in trade is advice and too often he does 
not husband that stock too wisely.” On 
the other hand, the business planner, 
trying to bring symmetry into corporate 
planning, may inject some little element, 
extrinsic to a statutory pattern, which is 
sufficient to bring down unanticipated 
and undesirable income tax consequences, 
he warned. 

In advocating a thorough study of the 
factors involved in any undertaking and 
an understanding of the respective func- 
tions of the controller and his counsel, 
Mr. Eichenbaum said, ‘Interpretative 
processes of the lawyer can be brought to 
bear on a problem but, frequently, even 
more significantly than the start itself, 
there must first arise in the controller's 
mind the awareness of the problem and 
he must reach his tentative conclusions as 
to the direction he wishes his corporation 
to travel.” 

To illustrate his remarks, Mr. Eichen- 
baum cited court rulings and Treasury 

(Continued on page 195) 





MANAGEMENT ACCOUNTING 
by F. M. EISNER, C.P.A. 


Describes in detail a complete and thoroughly 
tested system—from original sources to prepafa- 


tion of statements for cost reduction and per- 
formance controls—reveals weak spots in major 
areas, such as, labor, inventory, salesmens’ costs, 
sales mixture, factory and marketing expenses, 
small orders, office salaries, equipment utilization, 


returned goods, credits, etc. 554 pp. $12.50. Charles 
M. Eisner, 70 Linda Ave., White Plains, New York. 
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NATIONAL DISTILLERS 
FINDS THE PULSE OF 
ITS MARKET FASTER 


With DAVIDSON 
DUAL-A-MATICS 


National Distillers and Chemical Corporation has 47 plants. 
warehouses, offices — and ordering and shipping points in 
33 cities. Most of these offices are tied together by a 7.000- 
mile teletype network, and a centralized data-processing 
center which handles paper communications. 


Helping to handle National Distillers’ paper work problems 
are three Davidson presses — a Model 242 Dual-A-Matic, a 
Model 239 Dav-A-Matic, and a Model 233 Dual-A-Matic. 
Superb printing quality and quick master-changing features 
make these machines ideal where short runs of hundreds of 
different jobs are required every day. They're perfect, also. 
as adjuncts of data-processing equipment . . . and in systems 
work. And. of course. they’re capable of high quality long 
runs, too! 


One of the many reports required by National Distillers is a 
monthly tabulation of liquor sales by brand. Sixty copies of 
the massive, 500-page report are turned out by the Dual-A- 
Matic in 2% days instead of the former 13 required. 


This report is only one of the many projects handled by 
Davidson Equipment. Learn more about how Davidson 
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machines speed your work, and bring you all-around savings. 
We'd be glad to send you the complete story of the Davidsons 
at National Distillers and the name of your local 
distributor. 


FREE! These booklets show you how to take the work out of paper work! 


ee ee ee 


TC4-60 
DAVIDSON CORPORATION 


Subsidiary of Mergenthaler Linotype Company 
29 Ryerson Street, Brooklyn 5, N. Y. 


() Send meacopy of the National Distillers 
Case History. 


() Please send me your free booklets about 














Davidson small offset equipment . . . and the 
name of my local distributor. 
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SPRING ROUNDUP-—A brief look at new business books 


THE FEDERAL RESERVE SYSTEM* 
Herbert V. Prochnow, Editor 


Experts from business, university and 
government analyze the federal banking 
system, interpreting the Federal Reserve 
Act of 1913 against the events which 
brought it into existence, and tracing the 
workings of the system through the years 
following World War I, the depression 
of the 1930’s, and the inflationary decade 
of the 1940's. The effects of more recent 
Federal Reserve regulations on credit 
control, discount rates, and open-market 
operations are examined. 

Among the subjects covered are the 
history of the Federal Reserve System, a 
description of its functions and methods 
of operation, an evaluation of its place 
in our financial and business structure, 
and an analysis of its impact on banks 
and other types of financial institutions, 
as well as its relation to the American 
economy generally. The book also in- 
cludes a discussion of the international 
aspects of the System’s operations. The 
final chapter analyzes the essential char- 
acteristics of the central banking systems 
of other nations and compares them to 
the Federal Reserve System. 


*Published by Harper & Brothers, 49 East 
33rd St., New York 16, N. Y. $6.50. 


ACCOUNTANT’S Cost HANDBOOK* 
Robert I. Dickey, Ed. 


In this second edition are 20 inte- 
grated sections covering every phase of 
cost system design, improvement of Op- 
eration—from basic concepts to setting 
up procedures and standards, choosing 
and designing forms, maintaining rec- 
ords, preparing reports, applying control 
techniques, and analyzing results. 

The Handbook shows how cost ac- 
counting today is coordinated with key 
management functions and the work of 
the general accountant, and reflects the 
influence on costs of laws, government 
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regulations, price and _production-level 
changes. 

Also included are more than 400 
charts, graphs, and forms, and material 
on recent developments in direct costing, 
break-even analysis, electronic data proc- 
essing, accounting for return on invest- 
ment and intracompany transfers. 





*Published by The Ronald Press Co., 15 
East 26th Street, New York 10, N. Y. $15.00. 


PRICES, COSTS AND OUTPUT FOR 
THE Post-W AR DECADE: 1947-1957* 


By Charles L. Schultze 


The major purpose of this study is to 
present an integrated system of data which 
provide a link between the national in- 
come accounts on the one hand and indus- 
try prices and costs on the other. 

Results are reported of an investigation 
into the structure of prices, costs, and 
output in major industries during the 
post-war period. 

A framework of data has been con- 
structed within which changes in prices, 
output, and costs of one industry can be 
compared with those of another, and also 
with the over-all change in output and 
prices for the whole economy. All the 
estimates are so constructed that they are 
consistent with the gross national product 
data published by the U. S. Department 
of Commerce. 


* Published by the Committee for Economic 
Development, 711 Fifth Ave., New York 22, 
N. Y. $1.00. 


RETURN ON CAPITAL AS A GUIDE TO 
MANAGERIAL DECISIONS* 


The organization of this report follows 
the two major uses for rate of return on 
capital. Part I deals with periodic return 
on capital with primary emphasis upon 
measuring profit performance under the 
profit responsibilities established by a 
company’s organization plan. Part II dis- 
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cusses applications of return on capital 
for measuring and comparing the eco. 
nomic worth of projects involving the use 
of capital. Subsequent chapters describe 
methods for determining and using rate 
of return on capital as a guide to man. 
agerial decisions. 


* Published by the National Association of 
Accountants, 505 Park Ave., New York 22, 
NX. $2550; 


THE ECONOMIC 
ALMANAC FOR 1960* 


J. Frank Gaston, Ed. 


The fifteenth edition of this handbook 
of useful facts about business, labor and 
government in the United States and other 
areas contains hundreds of revised tables 
on resources, agriculture, mining, labor, 
banking, finance, savings, national wealth, 
national income, public and private debt, 
manufacturing, electricity and gas, com- 
munications, transportation, construction 
and other aspects of economic life. In ad- 
dition, a number of important tables, in- 
cluding new data in the Canadian section, 
appear in the Almanac for the first time 
this year. 


* Published by The National Industrial Con- 
ference Board. Trade edition available from 
Newsweek Magazine, 444 Madison Ave., New 
York 22, N. Y. $7.95. 


PROCEEDINGS OF THE 1959 ANNUAL 
CONFERENCE OF THE LIFE OFFICE 
MANAGEMENT ASSOCIATION* 


Over 60 presentations of varying 
lengths are included, most of them 
falling within the following major group- 
ings: Organization Session—Top-Man- 
agement Organization in 50 Life Insur- 
ance Companies; Personnel Session— 
Upgrading People Within the Organiza- 
tion; Cost Sessions—Cost Analysis and 
Control; Canadian Planning Session; 
plus Eastern, Midwest and Southern 
Planning Sessions. 


*Published by Life Office Management Asso- 
ciation, 110 East 42nd St., New York 17, 
N. Y. $8.00. 


PROGRESS AGAINST INFLATION* 


This collection of papers on the prog- 
ress that has been made in the battle 
against inflation covers not only wage 
policies, but the recent federal deficit and 
the pressures arising from financing the 
federal debt, changes in our international 
balance of payments and the accompany- 
ing reduction in the Nation’s gold stock, 
consumer and business psychology, and 
productivity. 

* Published by The National Industrial Con- 
ference Board, 460 Park Ave., New York 22, 
N. Y. $5.00. 
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COMMERCIAL CREDIT COMPANY 
AND SUBSIDIARIES 


Highlights from the 48 Annual 


FINANCE 
COMPANIES 
Wholesale Financing 
Instalment Financing 
Commercial Financing 


Equipment Financing 
and Leasing 


Fleet Lease Financing 
Rediscounting 
Personal Loans 
Factoring 


INSURANCE 
COMPANIES 
Automobile Insurance 
Credit Insurance 
Health Insurance 

Life Insurance 


MANUFACTURING 
COMPANIES 

Pork Products 
Metal Products 


Heavy Machinery 
and Castings 


Malleable, Gray Iron and 
Brass Pipe Fittings 


Metal Specialties 


Roller and Ball Bearing 
Equipment 


Machine Tools 


Toy Specialties 
Pyrotechnics 
Printing Machinery 
Valves 








GROSS INCOME 


NET INCOME: 
Net income before interest and discount charges_..................--- 
Interest and discount charges.....................-----.----------- 
Net income from current operations, before taxes___............_..._- 

United States and Canadian income taxes____- 


Net income credited to earned surplus__- 
Net income per share on common stock....................--------- 


Common shares outstanding at end of period__..................---_- 


RESERVES: 
Reserve for losses on receivables....................--------------- 
Unearned income on instalment receivables_...................--.--- 
Unearned premiums—Insurance Companies._..................--.--- 
Available for credit to future operations.......................-.-- 


Operations shown separately are, briefly: 


FINANCE COMPANIES: 


Gross Receivables acquired : 
RESO SUE sR Sad on oe ne anes nee 


Farm equipment, mobile homes 
| EE SE earner eee eae 


OT Sa ae eke Sree Rr ioa! eet : 
Motor wholesale__........__-- 


Open accounts, leases, other wholesale 

notes, mortgages and factoring secewables_.............. 
Total receivables acquired_...............----.-------_-- 

Total receivables outstanding December 31_..............-------- 


Net income of Finance Companies._............-.------------------ 


INSURANCE COMPANIES: 
Written premiums, prior to reinsurance___..............-.-.--------- 
EATIGUNRINNI o c eaten Ns oo don cu dawteseaece 


Net income (including Cavalier Life 
EE OCA Raa i oA Ee SE Eee Sa ee eRe e 


MANUFACTURING COMPANIES: 
sg a ee re ee ee ts ee ye 
Een ee ee eae ee aR eC ae eee Mea ee ee 


Report 


1959 
$ 182 805 970 


$ 106 965 640 
56 017 125 
$ 50 948 515 
__ 23 087 649 
$ 27 860 866 


$5 48 
5 082 513 


$ 21 907 729 

106 995 879 
___ 33 673 708 
$ 162 577 316 


$ 756 681 643 


291 485 431 
216 384 173 
1 315 331 558 


1 601 390 684 
$4 181 273 489 
$1 720 834 360 
$ 14 670 375 


$ 33 952 737 
29 601 682 


9 763 635 


$ 126 949 092 
3 426 856 


1958 
$ 163 672 045 


$ 90 980 103 

__42 732 824 
$ 48 247 279 
___21 444 888 
$26 802 391 


$5 29 
5 066 255 


$ 18 617 824 
79 137 245 
27 954 932 


$ 125 710 710 001 001 


$ 553 129 161 


205 271 573 
154 641 630 
904 515 368 


1.406 929 123 
$3 224 486 855 


$1 338 455 714 
$ 16 257 950 


$ 27 727 167 
30 052 311 


7 906 844 


$ 133 233 066 
2 637 597 


Finance and insurance services are offered by our subsidiaries in more 
than 700 offices throughout the United States and Canada. Nationally 
known products are manufactured by our subsidiaries in ten plant locations. 


Copies of our 48th Annual Report available upon request 


COMMERCIAL CREDIT COMPANY Boltimore 2, Maryland 




















Avoid legal oversights with these records retention guides to— 


CURRENTLY AVAILABLE... 


v Statutory and regulatory requirements for retaining business records: 
general corporate, tax, labor, securities, trade and commerce; 


Vv Specific regulations for 15 major U. S. industries; 

V Particular requirements for eight Canadian industries; 
Vv Information on microfilming in lieu of original records. 
V All indexed for quick and easy reference. 





FOR THE UNITED STATES 


FOR CANADA 








PLUS— How 13 companies solved 
their record-keeping problems — 


CASE STUDIES IN 
RECORDS RETENTION 
AND CONTROL 


$7.50 


Profit from the experience of 13 
companies selected to provide va- 
riety in size, location, profit mar- 
gin, and product, whose records 
management programs range from 
simple to elaborate. 

Develop or modify your own rec- 
ords program to suit your needs 
and problems after you see how 
other companies have answered 
questions on: 


Organizational responsibility— 
Where should it be located? 

Consultants—When should they be 
used? 

Program sequence—What is the 
logical order for operating a 
program? 

Records inventory—What informa- 
tion is needed and how is it com- 
piled? 

Appraisal and analysis—What 
standards should be followed? 
Vital records—What are they and 
what special steps should be 

taken? 

Microfilming—When is it cheaper 
than storage? 

Storage—What type of equipment 
is best? 


CORPORATE RECORDS 
RETENTION: VOL. 1 


A Guide to 
U. S$. Federal Requirements 
$10.00 


Most management executives do 
not have the time and are not able 
to pinpoint the specific ruling in the 
maze of regulations governing the 
time-length for retaining business 
records. 


Now you can single out the federal 
statutory and regulatory require- 
ments denoting retention periods 
for general corporate, taxation, la- 
bor, and securities records. In addi- 
tion, by using the sections contain- 
ing specific regulations for 15 major 
industries, you can adopt these 
accepted and precise time require- 
ments for your own records reten- 
tion program. 


Volume 1 contains 242 pages with 
27 sections and the detailed index 
permits immediate pinpointing of 
hundreds of specific records reten- 
tion requirements such as accounts 
receivables and payables, bank 
deposits, cancelled checks, depre- 
ciation reserves, financial reports, 
insurance records, journals, pay- 
roll records, tax records, and much 
more. 

Plus—information on microfilming 
in lieu of original records whenever 
permissible. 


CORPORATE RECORDS 
RETENTION: VOL. 2 


A Guide to Canadian Federal 
and Provincial Requirements 
$10.00 


For Canadian firms, for U.S. firms 
with interests in Canada—Volume 
2 cuts through the maze of regula- 
tions and pinpoints the specific re- 
tention period for hundreds of busi- 
ness records. 


It covers governmental require- 
ments for businesses in general 
(Corporations General) and appli- 
cable fields: Taxation, Labour, 
Trade and Commerce. 


In addition—the particular re- 
quirements for Aeronautics; Agri- 
cultural & Dairy; Banking; Drugs; 
Insurance; Mining; Motor Carriers; 
Petroleum; Trust Companies; Elec- 
tric, Gas & Water Utilities; Tele- 
communications; and Railways. 


PLUS—Quick reference tables, form- 
ing a cross index to statutes, Prov- 
inces and giving periods of reten- 
tion and limitations of actions in 
addition to pages on which the 
pertinent statutes and regulations 
appear. 


Excerpts from federal and provin- 
cial statutes and regulations are 
listed alphabetically with descrip- 
tive, easy-to-understand headings 
—all arranged for quick reference. 











PART ONE OF A TRILOGY 


PART TWO OF A TRILOGY 








USE COUPON ON OPPOSITE PAGE TO ORDER THESE FOUNDATION REPORTS 
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OR 50 U.S. STATES CORPORATE RECORDS RETENTION: VOL. 3 
vo Aga A GUIDE TQ REQUIREMENTS OF 


ISTRICT OF COLUMBIA 








STATE GOVERNMENTS OF THE U. S. 
$20.00 


Corporate managements wishing to comply with government require- 
ments for records retention are faced with a bewildering variety of 
statutes and regulations which are ambiguous, indeterminate or silent 
on the specific kinds of records which a business must keep, the period 
for which they must be retained, or both. What is reasonable and realistic 
is difficult to determine without, at least, reference to requirements of i 
regulations applied to similar companies or classes of records by other 
governmental units. 








Now, with Volume 3, such reference is possible. Now, at last, you can base 


I, -to- : : ‘ 
meee LONe pagan of easy-to fine your retention schedules on specific statutory and regulatory requirements. 


information pinpointing retention 


requirements for business records Volume 3 is divided into 51 parts, each containing excerpts from a specific state’s 
and quoting applicable statutes of statutes and regulations pertaining to record-keeping requirements in the areas of 
limitations for all the 50 states Corporations General, Taxation, Labor, and Industries. 


and the District of Columbia. 








Corporations General—Statutes confronting two or more types of business or activ- 
ity with factors bearing on records retention. For example, pertinent excerpts from 
statutes respecting limitation of personal actions, actions on bonds, promissory notes, 
bills of exchange, etc., special qualifications concerning these limitations, abandoned 
property and similar statutes, admissibility of photographic copies, sale of securities, 
general corporation laws re stock and transfer books, minutes, etc. 





Quick Reference Tables—a unique 
cross-reference index to statutes and 
regulations of each state showing re- 
tention periods, limitations of ac- 


tions, and page numbers of textual ' ; : : SAT gis : 
references containing excerpts from Taxation—Record-keeping requirements (direct or implied) in the various tax laws and 


statutes and regulations. regulations promulgated under these laws. Included are alcoholic beverage, cigarette 
and tobacco, corporate income, franchise, gasoline and motor fuel, sales and use, 
petroleum severance, stock transfer, highway use taxes, etc. Also included are ref- 
erences to statutory limitations on time within which refunds may be claimed. 





Individual tables of contents for 


each of the 50 states and the Dis- ; i ; 
trict of Columbia listing all stat- Labor—Statutory and regulatory requirements pertaining to retention of records respect- 


ing employers’ liability, employment of women and children, minimum wage stand- 


utes and regulations quoted and ; , 
ards, public works contractors, unemployment insurance, and workmen’s compensation. 


classified according to type: cor- : F 
porations general, taxation, labor, Industries—Includes statutes and regulations regarding record-keeping requirements 


and industries. in those industries—banking, insurance, and utilities—-whose business activities are 
closely associated with all industries and, therefore, of interest to all companies. 














ORDER BLANK 





























Sendme: [] Volume 1 (U.S. Federal) [_] Volume 2 (Canadian) [_] Volume 3 (U.S. States) [_] Case Studies 
$10.00 $10.00 $20.00 $7.50 

Name aay. SP eee ee ee ee. 

Company rorEH adie umncgeieaena sintensacic 

Address __ ae eae ee 

City 2 El 

L) Check enclosed (] Bill me (] Bill my firm 


Orders from outside continental U.S. and Canada must be accompanied by remittance. 





CONTROLLERS INSTITUTE RESEARCH FOUNDATION, 2 PARK AVE., N.Y. 16, N.Y. 





183 








Louisville, Ky. (10? RIGHT 


Reviewing plans for the Blue Grass 
Conference in Louisville (May 21-24) 
are the following members of the Con- 
ference Committee: 

(Left to right around the table) Ralph 
E. Quick (Speakers Hospitality Chair- 
man), vice president, Brown & William- 
son Tobacco Corporation; John W. 
Chodera (Registration Chairman), con- 
troller, Thomas Industries, Inc.; G. M. 
Sheehan (Program Chairman), manager- 
finance, Home Laundry Department, 
General Electric Company; M. M. John- 
son (General Chairman), vice president, 
Brown-Forman Distillers Corporation; 
James J. Cone (Conference Vice Chairman 
and Louisville Control President), man- 
ager-finance, Range Department, Gen- 
eral Electric Company. 

Edward G. Sommer (Registration), as- 
sistant treasurer, Standard Oil Company 
(Kentucky); Hugh E. Powers (Recep- 
tion Chairman), vice president, Lincoln 
Bank & Trust Company; William B. 
Harrell ( Arrangements Chairman), comp- 
troller, Louisville Tin & Stove Company ; 
Elmore C. Lampe (Finance Chairman), 
vice president, Citizens Fidelity Bank & 
Trust Company; Joseph L. Buckler (Pro- 
gram), assistant comptroller, United 
States Steel Homes Division, United 
States Steel Corporation; C. W. Hupp 
(Entertainment), controller, Glenmore 
Distilleries; Ben R. Shaver (Entertain- 
ment Chairman), vice president & treas- 
urer, American Air Filter Company, Inc. ; 
and C. P. Geleynse (Publicity), vice 
president-sales, American Creosoting Cor- 
poration. 


New York, N.Y. (CENTER RIGHT) 


Reviewing current research projects and 
proposals for forthcoming studies by Con- 
trollers Institute Research Foundation at 
a recent meeting were (/eft to right): 

Foundation Vice President Leon C. 
Guest, Jr., vice president and general 
controller, General Telephone & Elec- 
tronics Corporation, New York; Founda- 
tion President Robert L. Dickson, execu- 
tive vice president, Walter Kidde & Co., 
Inc., Belleville, N. J.; Institute President 
Roger A. Yoder, vice president-finance, 
Detroit Steel Corporation, Detroit, Michi- 
gan; and Institute and Foundation Man- 
aging Director Paul Haase, Headquarters, 
New York. 


THE CONTROLLER............... 











(LOWER RIGHT) 

Present and future budget and finance 
programs of Controllers Institute were 
discussed at a recent meeting by Institute 
Assistant Treasurer Victor L. Persbacker, 
comptroller, American Brake Shoe Com- 
pany, New York; Institute Treasurer 
Stuart W. McLaughlin, comptroller, West 


id stsinudis sik ino 
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|| LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Virginia Pulp and Paper Company, New 
York; Budget and Finance Committee 
Chairman L. Keith Goodrich, vice prest- 
dent and treasurer, McGraw-Hill Pub- 
lishing Co., Inc., New York; and Com- 
mittee Members Paul R. Langdon, man- 


ager-finance and accounting, Battelle 
Memorial Institute, Columbus, Ohio; and 
Herbert F. Walton, vice president, All- 
state Insurance Company, Skokie, Illinots. 
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Current Pension Problems and Inflation 


(Continued from page 161) 


respect to the manner in which the assets 
in the trust or insured account are to be 
allocated to the covered employes. A com- 
mon type of provision is that the assets 
upon termination will be allocated to 
groups of employes in respect to the ac- 
tuarial value of the pension benefit ac- 
cruals for them to date of termination. 
The primary allocation would be for the 
full benefits, if possible, to those employes 
who are on retirement; next, to those 
employes who are eligible for normal re- 
tirement but who have not yet retired; 
third, to those who could have retired 
under the early-retirement provisions on 
the date of termination and, lastly, to all 
other employes, although frequently sev- 
eral other groups of employes by age are 
included before the final group. If the 
pension plan contains fairly definite in- 
structions to the company, the trustee, or 
the actuary as to the method of allocating 
the pension funds, then frequently argu- 
ments are avoided when the date of ter- 
mination does arrive. If the provisions are 
quite indefinite, then the company, the 
trustee or the insurance company must ar- 
tive at a decision as to what procedure 
will be fair and equitable, or the com- 
pany and the union may have to negotiate 
the manner of allocation under difficult 
circumstances. 

Adequacy of the Pension Fund at Time 
of Termination. It is most desirable while 
a pension plan is in operation for the em- 
ployer to be fully informed as to whether 
the assets in the pension fund or insured 
deposit account are sufficient to fully cover 
the lifetime pension benefits for employes 
who are retired or who have met the eli- 
gibility requirements for retirement. A 
most unfortunate employe-relations prob- 
lem arises if an employer is confronted 
with the termination of a pension plan 
and at the same time it is found that the 
assets in the pension fund or insured de- 
posit account are not sufficient to meet the 
benefits for retired lives and employes 
who could and, of course, would retire 
before the termination of the plan, since 
this means that the benefits for such em- 
ployes and pensioners will have to be re- 
duced. Sometimes employers go beyond 
the terms of the pension plan and con- 
tribute the necessary funds to prevent a 
teduction in benefits for such retired em- 
ployes. It is undoubtedly more desirable to 
be apprised of this point by careful ac- 
tuarial review and correct any deficiency 
by larger contributions while the plan is 
in effect. 

Provision for Continuation of Pension 
Benefits. After the pension assets have 
been duly allocated under the provisions 
of the plan, the plan should establish a 
way or alternative ways of distributing 
such allocations to the respective pension- 
fs and employes. Three provisions cus- 
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tomarily are included. First, a continuation 
of the trust fund or the insured contract 
on an inactive status; second, if it was a 
trust fund plan, through the purchase of 
annuities from an insurance company or, 
third, through cash distribution. Gener- 
ally, the latter is not looked upon with 
favor since it does destroy the pension 
protection which the plan was attempting 
to create. If the trust fund is continued, it 
is desirable to mend the pension plan so 
as to adjust the pension benefits payable 
after termination depending upon the ac- 
tuarial experience of the fund. This ad- 
justment normally would be in the form 
of a reduction of pension benefits to those 
receiving them if the experience is un- 
favorable or the provision for the payment 
of a larger pro rata benefit to the last 
priority class covered by the allocation at 
time of termination or if sufficient funds 
become available, to provide a pro rata 
benefit to employes in the next lower 
priority class, if the experience is favor- 
able. 

The purchase of annuities is frequently 
used in connection with plan terminations. 
At the present time the market for single- 
premium annuity contracts for terminated 
plans is highly competitive and it is pos- 
sible by shopping around to obtain very 
favorable rates which will mean that the 
beneficiaries will either receive larger 
benefits or more beneficiaries will be cov- 
ered by a given amount of money. 

Special Full Vesting Upon Involuntary 
Termination of Service. In an instance in 
which a group of employes is part of an 
over-all pension plan and the service of 
this group of employes is being termi- 
nated as a result of a plant shutdown, the 
pension plan may provide vested equities 
for only a small group of such employes. 
However, the employer may desire to give 
such employes a full-vested right in the 
benefits accrued to the date of termination 
of such employes although he may not be 
willing to provide such full vesting for 
employes whose service terminates under 
other conditions. Under these circum- 
stances, the over-all pension plan in some 
instances has been amended to provide for 
a vested deferred benefit for such em- 
ployes. 


PENSION PROBLEMS INVOLVED 
IN CORPORATE ACQUISITIONS 

An area of pension planning which has 
in the last few years required much con- 
sideration by pension consultants and cor- 
porate executives is the area of pension 
problems involved in corporate mergers. 
It is entirely probable that the reader is or 
has been involved in negotiations between 
corporations looking toward mergers or 
consolidations and it may be of interest 
for us to consider some of the questions 

(Continued on page 186) 


4 SIMPLEST 
//SYSTEM YET! 
‘REGIMENT 
YOUR KEYS! 










for 40 keys 


KEV-DRAWER 


Fits desk drawers or file cabinets 


Like other Ke-master cabinets, the Key- 
drawer is constructed of welded steel 
for maximum protection. It is available 
in three sizes (with capacities of 40, 80 
or 120 keys) and crackle-finish colors 
(gray, light green and tan). Handles 
are available for portability. 

Other Ke-master systems are designed 
for capacities ranging from 10 keys to 
more than 800. 


Ke-master Key Control 
provides these advantages: 

e A tag to identify each key @ A sturdy 
spiral wire that aligns key tags neatly 
and compactly @ An index for listing 
vital lock and key information @ A unit 
best suited to your needs — a Key Rack, 
Key Board, Key Drawer or Key Cab- 
inet. @ A locked Key Cabinet for maxi- 
mum security 

At your local stationers 






2 





Cabinet model for 240 keys 


C-4 I 
CUSHMAN | 
©& DENISON |! 
| 
| 


MANUFACTURING COMPANY 


CARLSTADT, NEW JERSEY 


Please forward detailed information on | 
Key-drawer and other units of the Ke- 
master Key Control System. 


Name 





Address 
City. 
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MANAGEMENT 
MANPOWER 
PROBLEM 


? 


Those companies that are 
most successful in find- 
ing the men they want, 
training the men they get 
and retaining the men 
they have will be the 
ones to soar the highest 
in the sixties. At the 








Midwestern Conference 
of 
Controllers Institute 


six conference sessions 
will be presented—each 
one devoted to a phase 
of this problem, and 
covered by a_ top-notch 
man in his field. Spon- 
sored by the Milwaukee 
control of the Institute. 


June 9-11 
Hotel Schroeder 








Milwaukee, Wisconsin 


Current Pension Problems 
(Continued from page 185) 


which have arisen. This will be a very 
brief commentary on the question which 
was dealt with in detail in a paper pre- 
sented by Dorrance C. Bronson of our 
Washington Office at the meeting of the 
Council of Employe Benefit Plans in New 
York on October 16, 1959. The title of 
his paper is ‘Pension Plans Under Cor- 
porate Transfers” and you may wish to 
obtain a copy of it. There are many very 
important factors involved in a corporate 
merger and whereas the pension problem 
probably is not one of the more important 
factors, it has generally entered into the 
negotiations. We might look into the cost 
aspects of the pension problems in these 
situations and then the benefit aspects. 

Cost Aspects. The acquiring company 
(Company A) should be interested in 
knowing whether the company being ac- 
quired (Company B) has a pension plan, 
and if so, whether it is more or less lib- 
eral in coverage and benefits than its own 
plan. If Company B has no pension plan 
and if Company A intends, for employe- 
relations reasons or otherwise, to bring 
such employes into its pension plan and 
to provide such employes with full past- 
service credit thereunder, Company A un- 
doubtedly will want to know the amount 
of the past-service cost involved in bring- 
ing such employes under its plan so that 
such costs can enter as a factor in the 
“price” negotiations. Company B may 
have a less liberal pension plan and Com- 
pany A may intend to bring the benefits 
of such plan up to the benefit level of its 
own plan which again will entail past- 
service costs which could enter into the 
price negotiations. 

The relative status of the funding of 
the pension plan of each company is im- 
portant. The past-service cost of Company 
B may be more nearly funded than for 
Company A, or vice versa. This funding 
status of each plan should be given recog- 
nition in the price deliberations. 

Another more subtle question is the ac- 
tuarial basis on which the liabilities and 
future costs of each company’s pension 
plans have been based. Company A may 
wish to have its actuary calculate the past- 
service costs and current costs on the ac- 
tuarial assumptions and methods being 
used by it, since these may be on a more 
conservative basis than the basis used by 
Company B's actuary in order to arrive at 
a common yardstick for evaluating these 
pension costs. Obviously, Company B and 
its actuary will also be interested in these 
matters. 

Benefit Aspects. In considering the 
benefit aspects a decision will have to be 
made as to whether (1) plans of each 
company will continue separately; (2) 
they will be merged for past and future 
service; or (3) they will be merged for 
future service only. Generally speaking, 


negotiated pension plans for unionized 
employes will continue separately but this 
is not generally true of pension benefits 
for salaried employes. Usually an em. 
ployer desires to have all the salaried em. 
ployes on a comparable basis at least as 
far as future service is concerned. Com. 
pany A may include the employes of Com. 
pany B under his own pension formu 
with full past-service credit but with ap 
offset for any benefit equity built up under 
the pension plan of the acquired com. 
pany. Or Company A may permit the 
benefit accruals to date of the acquisition 
of Company B to remain to the credit of 
the employes of Company B but provide 
that such employes will for future service 
receive benefits comparable to those under 
Company A’s plan. 

Because of the heterogeneous nature of 
pension plans with respect to eligibil- 
ity conditions, coverage, benefit formula, 
early-retirement benefits, disability bene. 
fits and vested benefits, it is impossible to 
set down specific rules which would apply 
in the consolidation of pension plans. 
Usually the resulting plan is tailor-made 
to meet the situation involved in each case. 
It is safe to say that it is usually impossible 
to include in a combined pension plan the 
most liberal provisions from each of the 
two plans since the resulting plan un- 
doubtedly would be more liberal and more 
expensive than the new company would 
want to finance. 

Employe-Relations Viewpoint. In a cor- 
porate merger Company A most assuredly 
wishes to obtain and retain the good will 
and enthusiasm of the employes of Com- 
pany B in order to obtain the best per- 
formance which they can give to the com- 
bined organization. This means that the 
decisions to be made in connection with 
the merging of pension benefits will have 
to be given careful consideration from the 
employe-relations standpoint. The benefit 
equities for the employes of Company B 
to the extent that they have been funded 
should not, and, in fact, cannot be invaded 
and it is important to make sure that the 
employes are aware that their benefit 
equities are not to be diminished. This 
raises an important question when the 
funded position of one pension plan, that 
is, the ratio of the assets to the accrued 
pension credits, is considerably higher 
than in the other. If the funds are put 
together with no protective conditions in- 
cluded, then the funded position of the 
employes who had the higher funded 
ratio is being “watered down.” Over a pe 
riod of years, of course, this difference 
would tend to disappear even with the 
necessary protective provisions. 


REDUCING PENSION COSTS 

AND MORE FLEXIBLE PENSION COSTS 
Since most employers today share the 

view that pension plans are a permanent 

fringe benefit and hence a permanent patt 

of the cost of doing business, we find 
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that employers are carefully analyzing 

ension costs and are searching for ways 
of reducing such costs and making the 
costs as flexible as possible. Employers 
want pension costs to be in the area of 
variable or semivariable costs which can 
to as great an extent as possible, be ad- 
justed upward and downward depending 
upon business conditions and profit pros- 

ects. Since a pension plan provides for a 
fixed schedule of benefits there is a defi- 
nite actuarial cost attached to said bene- 
fits. This does not mean, however, that 
the year-to-year incidence of these actu- 
arial costs cannot be varied. There are ac- 
tuarial methods of cost determination and 
funding which do permit a considerable 
amount of flexibility in the year-to-year 
costs of a pension plan and such flexibili 
can be accomplished within the deductible 
limitations set forth in Section 404(a) of 
the Internal Revenue Code. On the other 
hand, there are methods of financing pen- 
sion benefits which are very rigid and 
which involve a definite contribution each 
year. An example of a rigid method of 
funding is the ‘‘level-premium-to-retire- 
ment” method which is characteristic of 
pension plans financed through the use of 
individual insurance company contracts of 
the retirement-income type. Under such 
contracts a definite insurance premium 
falls due on each anniversary date of the 
contract and must be met or the contract 
will Iapse. Group permanent retirement- 
income insurance contracts have similar 
characteristics and although in each case 
certain ‘‘stop-and-go” arrangements have 
been worked out by insurance companies, 
these arrangements are somewhat difficult 
to apply from an administrative stand- 
point. 

The classical example of the most 
flexible method for financing pension 
benefits is what is called the “entry-age- 
normal-cost”” method. Under this method 
the actuary calculates the annual cost 
which would have been payable from the 
date of entry under the pension plan of 
each covered employe to his normal re- 
tirement date for his expected benefit at 
retirement. The aggregate of this level 
cost for all employes covered by the plan 
is called the “normal cost.” At the in- 
ception of a pension plan many employes 
have been in the company’s employ for 
five, ten, fifteen or twenty or more years 
of service and since such normal costs 
have not been met in prior years, the ac- 
tuary determines the present value of the 
normal cost contributions which would 
have been made for each employe from 
his date of entry. This present value is 
called by various names such as the “gross 
actuarial deficiency” or the “‘past-service 
cost.” 

From the actuarial standpoint, an em- 
ployer could at the start of his plan con- 
tribute a lump-sum amount equal to the 
entire past-service cost and he would there- 


(Continued on page 188) 
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John Tomb, McKinsey & Company, Chicago, Ill. 
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Duties of the Controller. 

W. Joseph Littlefield, Research Director, Con- 
trollers Institute Research Foundation, Inc., New CONFERENCE 
York, N.Y. 
Opportunities for the Controller. CONFERENCE 


Hamilton Shea, President, WSVA, Shenandoah 
Valley Broadcasting Corporation, Harrisonburg, CONFERENCE 
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Office Automation. CONFERENCE 


R. Hunt Brown, President, Automation Consult- 
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Concurrent Work 
Session Seminars 


Cost Control and Budgeting. 
W. A. Crichley, Controller, Diamond Alkali Company, Cleveland, Ohio. 


A. W. Hughes, Comptroller, Rheem Manufacturing Company, New 
York, N.Y. 
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io. 
Long Term Planning. 


E. M. Karrmann, Treasurer & Controller, American United Life Insur- 
ance Company, Indianapolis, Ind. 


James F. Lillis, Vice President & Comptroller, International Telephone 
& Telegraph Company, New York, N. Y. 
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Current Pension Problems 
(Continued from page 187) 


after have to contribute only the normal 
cost plus any supplemental costs which 
may arise due to pension plan amend- 
ments or variations in actual experience 
from the actuarial assumptions. The In- 
ternal Revenue Code, however, imposes as 
an annual limit on the amount which can 
be contributed for a tax deduction an 
amount equal to 10 per cent of the past- 
service cost plus the normal cost and this 
generally is considered by most employers 
as the maximum limit on any year’s con- 
tribution. The minimum amount in order 
to prevent the past-service cost from in- 
creasing is an amount equal to the normal 
cost plus the interest on the past-service 
cost at the actuarial rate. 

A little example may be helpful. Sup- 
pose the past-service cost of a pension 
plan is $1 million and the normal cost 
amounted to $110,000. The maximum 
deductible contribution under Section 
404(a)(1)(C) of the Internal Revenue 
Code would be $210,000. If the actuarial 
interest rate is three per cent, then the 
minimum contribution would be $110,000 
plus three per cent of $1 million or $140,- 
900. It will be observed that if an em- 
ployer contributed the maximum amount 
for two years, he would have contributed 
to the fund the equivalent of the mini- 


| mum contribution for three years. He 


could then make a reduced contribution 
in the third year or no contribution and 
he would have at least met the minimum 
contribution to the plan for the three-year 
period. In this way, employers under this 
method of funding can build up a ‘‘cush- 
ion” in the pension plan which may equal 
several times an annual minimum con- 
tribution. As soon as a cushion has been 
built up the financial department of a 
company is then in a position to adjust 


| contributions to the pension plan so as to 


best suit the financial objectives of the 
company for that year. 
Controllers are not only interested in 


| flexible costs but frequently are seeking 
| ways to reduce company expenses. Pen- 
| sion plans have not escaped this scrutiny. 
| In order to examine the cost of pension 


benefits it is desirable that we consider the 


| fundamental formula for the long-range 


EXHIBIT III 
LONG-RANGE PENSION OUTLAY = Amount of All Benefits Paid Out 


(retirement, death, severance) 


Administrative Expenses 
(investment, actuarial, legal) 


Taxes 


Other Expenses 
Interest and Dividend Income on Pension Assets 


Capital Gains (plus Capital Losses) on Pension Assets 








outlay of any pension plan. This formula 
is invariant whether the plan is financed 
on a level-premium basis, an entry-age. 
normal-cost basis, through one of the 
many forms of insurance contracts or 
through a trust fund; it, therefore, per- 
mits us to analyze the cost factors of g 
pension plan without cluttering up our 
thinking with such subjects as funding 
methods, actuarial assumptions, guaran. 
tees, etc. The formula is shown in Ey. 
hibit III below. 

In analyzing this formula we can state: 
























































1. For any given pension formula ap- 
plied to any given group, the benefits paid 
out will not depend on the method of 
financing the plan. 

2. The legal and actuarial costs of ad- 
ministering a pension plan are not large 
in relation to the total cost of the plan 
and whereas actuaries as a group probably 
are too high-priced, we are attempting to 
use all the modern and efficient electronic 
methods that are available for improving 
this situation. 

3. With respect to taxes, trust funds 
are not subject to state or federal taxes on 
income or capital gains and in the last ses- 
sion of Congress, Congress passed a bill 
which will gradually relieve insurance 
companies of income taxes on pension 
fund reserve assets. 

4. The factor of interest and dividend 
income on pension fund assets and capital 
gains lie entirely in the province of an in- 
vestment expert. The actuary is able to 
state the effect on pension costs of changes 
in interest income and this undoubtedly 
will be of interest because this is the im- 
portant area for the reduction of pension 
costs. It is a correct statement that a per- 
manent differential of one per cent in the 
annual yield on the assets of a pension 
fund is equivalent to about a 25 per cent 
difference in cost in terms of the annual 
deposit required to fund a given set of 
benefits. 

5. With respect to capital gains, it is 
clear, of course, that if inflation produces 
higher wages which in turn causes higher 
pension benefits and higher costs for said 
pension benefits, then capital appreciation 
as well as improvement in yield presents 
an avenue of the meeting of such higher 
pension cost. 
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Lumbermens Mutual Casualty Company 








“deadly 


weapon! 


Could be... defective rivets have been responsible for many disastrous boiler explo- 
sions. But most such defects can be detected. 

Skilled inspection service from Kemper Insurance Company engineers working in 
cooperation with your own employees is your best possible safeguard against boiler 
explosions or mechanical failures. We can help keep your power equipment safe and, 
at the same time, provide relief from financial loss if disaster should strike. 

Our companies are well known for providing outstanding engineering and inspection 
service and for savings to policyholders through dividend-paying policies. You'll find 
that our interest in your plant’s safety record is as real as your own. 

That’s why so many firms—large and small—look to Kemper Insurance companies 
to protect their investment. Don’t take a chance with the life of your business! Ask 
about our boiler and machinery hazards survey—no obligation, of course. 


KEMPER 


INSURANCE 


divisions of Chicago 40 







American Motorists Insurance Company 
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Trend to Direct Costing Indicated 


Though not a new concept, direct 
costing is receiving increasing attention 
as a planning and operating tool. In 
1953, according to a survey by the Na- 
tional Association of Accountants, 17 
companies were using direct costing; in 
1959, the number was 197. More re- 
cently, of 366 companies replying to a 
Controllers Institute Research Foundation 
questionnaire, 77 or 21 per cent report 
they are using this method. 

Contributing to this growth is manage- 
ment’s urgent need of better and faster 
cost control and price-setting. Direct cost- 
ing provides operating managers with 
cost and profit data which show cost, 
price, and volume interrelationships in a 
form that is easier to understand than 
conventional accounting reports. 

In addressing the Management Plan- 
ning and Control Committee of Control- 
lers Institute’s New York City Control, 
principal advantages for direct costing as 
a control instrument at Pittsburgh Plate 
Glass Company were cited by controller 
L. S. Williams: 

Through flexible budgets, which dif- 
ferentiate between variable and period 
expense, monthly cost and variance state- 
ments are prepared which provide a use- 
ful expense control tool for manufactur- 
ing executives down to the foreman level. 
These budgets and statements contain 
only those items over which the manufac- 
turing executive exercises control, and 
contain no allocated or prorated distribu- 
tions. 

By separating variable and period ex- 
pee in the profit plan, deviations can 
e easily analyzed into the segments for 
which the sales and manufacturing de- 
partments are respectively responsible and 
pinned down to specific locations so that 
corrective action can be considered and 
initiated. 

The departure from what is called vol- 
ume variance in the more traditional 
standard cost systems is advantageous in- 
asmuch as it was difficult to understand 
and unless thoroughly understood might 
be misleading. 

It has eliminated the time and effort 
spent by the accounting department in 
making monthly allocations to product 
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of fixed expense and variances. These 
allocations are now made only once a 
year during budget-making time. 

Through regular calculation of profit 
contribution on variable cost, a proper 
basis is now available for the sales de- 
partments to develop short-term plans for 
pushing certain products or dropping cer- 
tain products or operations. 

Product cost estimates made available 
with this kind of structure can be most 
useful in pricing products where costs do 
have an influence on pricing. 

Direct costing provides a proper basis 
for inventory valuation. Inventory at di- 
rect cost represents the incremental cost 
required to replace an item in inventory, 
which is considered a reasonable objec- 
tive; individual inventory values are not 
subject to fluctuation and one need no 
longer worry whether he is capitalizing 
profits or losses in his inventory accounts. 


Antitrust Cases Set 17-Year High 


The Justice Department reported it had 
brought 63 new antitrust cases in 1959, 
the highest for any year since 1942. A 
year-end statement emphasized a signifi- 
cant shift in concentration from relatively 
small price-fixing cases to blocking large 
corporate mergers. The shift in emphasis 
reflects a belief that the limited resources 
of the Government can best work for a 
competitive economy by stopping new 
concentrations. 


Advertising Expenditures Double 
in Decade 

American industry spent a total of $86 
billion to advertise its goods and services 
during the ’50’s, the National Industrial 
Conference Board reports. In 1959 alone, 
advertising expenditures totaled more 
than $11 billion, almost twice as much as 
the total for 1950. 

Although newspapers continue to re- 
ceive the largest portion of the advertising 
budget, their share dipped slightly from 
36.4 per cent in 1950 to 31.7 per cent 
in 1959, but their dollar revenue climbed 
from $2.1 billion to $3.5 billion. Maga- 
zine ad revenue showed the sharpest rise 
—13 per cent between 1958 and 1959. 
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The emergence of television as an im: 
portant advertising medium was shows 
in a jump from 3 per cent of total 4 
vertising volume in 1950 to 14 per ceng 
in 1959. Radio, on the other hand: 
claimed 10.6 per cent of the advertising 
dollar in 1950, and only 5.8 per cent 
year. 


2,700 Corporations Changed 
Capital Structures in 1959 


An all-time record was set last yegp 
when 2,700 corporations changed theif! 
capital structures, according to Commerce’ 
Clearing House. Changes of special in 
terest to investors included stock diyp 
dends, stock rights, split-ups, exchanges 
of securities, liquidating payments, pte 
ferred stock redemptions, and 
amortizations, among others. q 

The 1959 record of 2,700 capital 
changes is 12.5 per cent greater than the: 
previous record of 2,400 established in 
1955. In 1950, only 1,000 capital changes) 
were registered. 7 


DONG © 
es 


Wages of Evil 

Tax informers grow more numerous” 
but get smaller rewards from the Revenue” 
Service. In the fiscal year ended June 
1959, 708 claims totaling $416,704 were | 
approved for payment to individuals who” 
provided information leading to the col 
lection of additional taxes from other 
taxpayers. Informers, who get about 107 
per cent of the taxes they flush out, 
netted nearly $500,000 on 694 claims’ 
the year before. 


Single Premium Annuity Deductible’ 


The U.S. Tax Court has agreed that an] 
employer may deduct from taxable ine 
come the amount paid for single premium 
annuities for employes who are too old 
to participate in a qualified pension plan? 
The premiums are deductible in the yeat® 
the annuity is purchased as ordinary busi™ 
ness expense. 


Add to Nondeductible Expenses 


A recent Supreme Court action indi-] 
cates that businessmen may have to omit” 
two questionable tax deductions in the 
future. The court left standing a ruling” 
by the Tax Court disallowing deductions” 
claimed by a business executive for a sub-| 
scription to a weekly news magazine and] 
a company Christmas party for employes.” 


U.S. Income $1 Billion a Day 

For the first time in our history, pet 
sonal income of Americans has averaged 
in aggregate $1 billion or more a day for 
an entire year. However, although Amet 
ica’s per capita income is now about 53) 
per cent above that of ten years ago, the) 
increase in actual buying power 1s 0 
24 per cent. 
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IBM design, 
quality and service 


DESIGN—the right design is essential 
to efficient data processing. From § 
IBM’s tremendous selection of stand- 
ard and special cards, card sets, con- 
tinuous forms, checks and special 
card features .. . skilled personnel, in 
one of IBM’s many Card Design Cen- 
ters, blend just the right elements 
into a design to best meet your spe- 
cific needs. 


QUALITY—for smooth-flowing, eco- 
nomical data processing, your } 
punched cards must consistently 
meet the requirements imposed by 
your data processing machines. All 
IBM cards are made to the most ex- 
acting specifications by thoroughly 
trained personnel working with the 
proper tools. Every step in their man- 
ufacture is governed by a quality 
control program without parallel in 

the industry. : 


SERVICE— prompt, efficient and eco- 
nomical service is important with any 
product. Through its nation-wide 
network of card plants and ware- 
houses...and through its supplies 
specialists and sales representatives, 
who know both card and machine re- 
quirements...IBM can service prop- 
erly any customer in America. 


This special backing makes the IBM 
card a value unsurpassed in the in- 
dustry ... and represents one more 
example of the way IBM helps you to 
enjoy Balanced Data Processing. 


IBM 
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MR. KUSHELL 


TOP MEN ... 


C. J. Kushell, Jr., financial vice presi- 
dent, Montgomery Ward & Company, 
Chicago, IIl., has become president of 
two of the company’s subsidiaries, Mont- 
gomery Ward Credit Corporation and 
Montgomery Ward Real Estate Corpora- 
tion, in addition to his present respon- 
sibilities. Mr. Kushell is a past president 
of New York City Control of Controllers 
Institute; he has also been an Institute 
director and vice president. . . . Law- 
rence Cowen was elected chairman of the 





MR. BARROWS 


board and chief executive officer of Schick, 
Incorporated, Lancaster, Pa. 


PROMOTIONS .. . 


John C. Barrows recently became vice 
president and regional manager, Ameri- 
can Surety Company of New York... . 
Bendix Aviation Corporation, Eatontown, 
N. J., has named M. J. Berdahl general 
products manager of its Red Bank Divi- 
sion. . . . Charles B. Lunsford was made 
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MR. McFADDEN 


MR. LUNSFORD 


MR. MERRILL 


vice president and controller of the Equi- 
table Life Assurance Society of the United 
States, New York. Mr. Lunsford is a past 
director of Controllers Institute. 

The appointment of Duncan |. McFad- 
den as director of finance of Stanford 
University, Stanford, Calif., was an- 
nounced recently. He is a past president 
of the San Francisco Control, Controllers 
Institute. Kenneth D. Creighton succeeds 
Mr. McFadden as controller. . . . Harold 
K. Merrill is now vice president and 
treasurer of Timber Structures, Inc., Port- 
land, Ore. He is a past president of the 
Portland Control of Controllers Institute 


MR. MEYER 


and is currently serving as an Institute 
director and Area Operations Committee 
vice chairman. . . . The election of C. Z. 
Meyer as senior vice president and comp- 
troller of the First National Bank of 
Chicago occurred recently. Mr. Meyer is 
a past president and chairman of the 
board of Controllers Institute as well as 
a past president of the Chicago Control. 
He has also served as a trustee of Con- 
trollers Institute Research Foundation. 


err 
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MR. RINGLER 


Richard J. Morawetz has become chief 
financial officer, with the title of secre. 
tary-treasurer of Scripto, Inc., Atlanta 
Ga. . . . Bank of Georgia, Atlanta, Ga, 
has named Rowland A. Radford senior 
vice president and cashier. . . . John 
Stringer has become vice president of 
Horace T. Potts Company, Philadelphia, 
Pa. . . . The appointment of Eugene 8, 
Walsh as general manager of Ralphs 
Grocery Company, Los Angeles, Calif, 
was announced recently. 

Robert M. Urich, Jr. has been elected 





MR. WHEELER 


MR. LANG 


vice president and a director of NOPCO 
Chemical Co., Newark, N. : 
T. Ames Wheeler has assumed the respon- 
sibilities as vice president in charge of 
planning of Allegheny Ludlum Steel 
Corporation, Pittsburgh, Pa. Mr. Wheeler 
is a past president of the Pittsburgh Con- 
trol of Controllers Institute. . . . Bell & 
Gossett Company, Morton Grove, IIl., has 
named Arthur T. Woerthwein vice presi- 
dent-finance and secretary. . . . Norman 
E. Lang, comptroller of American Ma- 
chine & Foundry Company, New York, 
has been appointed divisional vice presi- 
dent of the Comptroller’s Division. 





MR. SOUTHWORTH 


COMPANY CHANGES .. . 


Arthur P. Ringler recently became vice 
president-operations of Chemical Bank 
New York Trust Company, New York. 
He is succeeded as controller by Augustus 
R. Southworth, Jr. . . . Chain Belt Com- 
pany, Milwaukee, Wis., has announced 
the election of Lyman E. Newton as ¢x- 
ecutive vice president and a director of 
Chain Belt (Canada) Limited, Toronto, 
Ontario, Canada. Succeeding Mr. New- 
ton as controller of the parent company 
in Milwaukee is Henry L. Fjellman. 
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NEW APPOINTMENTS . . . 


E. R. Coddington was elected treasurer, 
vice president and controller of Sayles 
Finishing Plants, Inc. and Sayles Biltmore 
Bleacheries as well as treasurer and con- 
troller of Special Fabrics, Inc.; he is also 
a director of all three companies located 
in Saylesville, R. I. Mr. Coddington is a 
past president of the Boston Control of 
Controllers Institute. . . . Emil F. Willer 
was named vice president and controller 
of Cannon Mills Co., Kannapolis, N. C. 
_. . Raymond H. Giesecke, treasurer of 
McGraw-Edison Company, Chicago, IIl., 
has been elected to the board of his com- 
any. He is the current president of the 
Chicago Control of Controllers Institute. 

Maurice E. Griffin, secretary and treas- 
urer, Woodall Industries, Inc., Detroit, 
Michigan, has 
been elected by 
the Board of Di- 
rectors of Con- 
trollers Institute 
as a national di- 
rector to com- 
plete the term 
ending August 
31, 1961. Mr. 
Griffin succeeds 
James F. Lillis, 
formerly with 
Burroughs Cor- 
poration, De- 
troit, who is now 
vice president- 
comptroller, In- 
ternational Tele- 
phone and Tele- 
graph Company, 
New York. 

At the same 
time Institute 
President Roger 
A. Yoder, vice 
president-finance, Detroit Steel Corpora- 
tion, announced that Mr. Lillis had been 
appointed a trustee of Controllers Insti- 
tute Research Foundation. Mr. Lillis is 
also serving as chairman of the Institute’s 
Committee on Management Planning and 
Control. 





MR. GRIFFIN 





MR. LILLIS 


NEW CONNECTIONS .. . 


C. J. Achee has joined MGS Invest- 
ments, Miami, Fla., as vice president. 
... E. K. Faulds recently became assist- 
ant controller of Starkist Foods Inc., Ter- 
minal Island, Calif. Mr. Faulds is a past 
president of the Florida Control of Con- 
trollers Institute. .. . The election of 
Harry Hodge as controller of Green Giant 
Company, LeSueur, Minn., was announced 
recently. . . . Bernard J. Hope has been 
appointed controller of the International 





ronto, 
New- 
npany 
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Division of General Aniline & Film 
Corporation, New York. 

Charles R. Oehler is treasurer and con- 
troller of W. H. Brady Co., Milwaukee, 








MR. CODDINGTON 


Wis. . . . Thomas W. Parham recently 
became senior financial consultant of 
Booz, Allen & Hamilton, San Francisco, 
Calif. . . . Melvin R. Rieser has assumed 
the responsibilities of assistant to the 
president of Clinton Engines Corpora- 
tion, New York. 


How to EXPAND 
Clerical Controls 
Without EXPENDING 





MR. GIESECKE 





for 
Extra Facilities 












Established 1933 


TYPING 





CHICAGO - 
KANSAS CITY + 


NEW YORK + ST. LOUIS + 
SAN FRANCISCO 


STATISTICAL 


TABULATING CORPORATION 







TABULATING - COMPUTING - CALCULATING 
+ TEMPORARY OFFICE PERSONNEL 


NEWARK - 
PALO ALTO 


MR. FAULDS 


N. T. Rockel has become manager, Op- 
erations Control, West Coast Missile & 
Surface Radar Division, Radio Corpora- 
tion of America, Van Nuys, Calif... . 
J. Duncan Webb is now treasurer and a 
director of the Southeastern Mortgage 
Company, Miami, Fla. 


Today, there’s no reason for any com- 
pany to pass up the speed, savings and 
accurate business controls made possible 
by clerical automation. 

STATISTICAL’s low-cost data- 
processing service makes the advantages 
of automatic techniques available to 
any company—large or small. 

If you do not have tabulating equip- 
ment, STATISTICAL provides the 
methods, manpower and machines to 
process the reports you need on a pay- 
as-used basis. This gives you all the 
benefits of electronic data-processing 
without the expense of installing more 
equipment and hiring extra help. 

For companies with tab departments, 
STATISTICAL can help save time and 
money on overloads and special assign- 
ments, and supply computer service 
to tie in with conventional equipment 
for still greater 2conomies. This computer 
service is also available for initial 
programming, for overloads or for 
continuing work that does not warrant 
your own installation. 





Ask for brochures covering 
these specific services: 

Computer Service 

Sales Analysis 

Inventories 

Accounts Receivable and Payable 

General Accounting 

Production Planning 

Payroll 

Insurance Accounting 

Association Statistics 

Market Research Tabulations 


+ + + + + + + HH OF 











Write or phone for full details 


General Offices: 

53 West Jackson Blvd. 
Chicago 4, Illinois 
Phone: HArrison 7-4500 
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for every valuation need 





@ Insurance — coverage 
and proof of loss 











































@ Property, cost and 


general accounting 





Corporation finance 





Legal requirements 





Purchase or sale 








Reorganization, merger 
or consolidation 


THE LLOYD “THOMAS co. 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, III. 


Offices — Coast to Coast 
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First for Factual Appraisals Since 1910 

















More than one million Americans are living 
proof. Remember... your contributions 
helped save many of these lives. Your 
continuing contributions are needed to 
help discover new cures and, ultimately, the 
prevention of cancer itself « Remember, 
too, if you delay seeing your physician, you 
drastically cut your chances of cure. An- 
nual checkups are the best way of detect- 
ing cancer in time * Guard your family! 
Fight cancer with a checkup and a check. 


AMERICAN CANCER SOCIETY 
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Cash Fo reca sti ng (Continued from page 166) 


Federal Income Taxes Payable 


These generally involve more than tak- 


| ‘ng 52 per cent of projected net earnings. 


Quarterly advance payments are made 
| based on estimated earnings and interest 
and prior years’ adjustments are involved. 


| SUMMARY 


Projecting major items of the balance 


| sheet with reasonable accuracy is not dif- 


shown in Exhibits F and G. “Decembe 
forecasted” requires those figures as fore. 
casted in the most recent preceding fore. 
cast. These two suggested formats show 
a month-to-month approach, but, depend. 
ing on the company’s requirements, these 
schedules could just as well show , 
quarter-to-quarter basis or even yeat-to. 
ear, 

The traditional distinction between 
short-term and long-term forecasting has 


EXHIBIT F 
CASH FORECAST 
Schedule | 


For Period 12/31/59-12/31/60 


December 


Forecast 





Forecasted Actual Jan. Feb. Mar. Apr. Etc, 


Funds To Be Acquired 

Decrease in Working Capital— 
less cash 

Profit from Operations (after tax) 

Depreciation 

Etc. 


ficult. Many relationships are available. 
| The important thing is to anchor each 
| item down to actual on the work sheet as 
a means to avoid the pitfall of projecting 
| figures based on projections, which, in 
| turn, are based on projections, etc. In 
| other words, the forecast should always 
| start with actual. For example, a forecast 
| beginning in March should use actual 


| 
| 
| 
| 
| 





not been made in this paper. What is 
short-term? Six months? Twelve months? 
Eighteen months? What is long-term? 
Short-term to one company may be long. 
term to another. The Working Capital 
Extrapolation Method of forecasting in its 
present form is suitable for “long-term 
forecasting.” 

Since there is every indication that there 


EXHIBIT G 
ANTICIPATED CHANGES IN “WORKING CAPITAL—less cash” 
Schedule I! 


For Period 12/31/59-12/31/60 


December 


Forecast 


Forecasted Actual Jan. Feb. Mar. Apr. Etc. 


Accounts and Notes Receivable 
Finished Goods 
Etc. 


February figures and not figures forecasted 


| for February in the preceding month. This 








| may sound horribly obvious, but clerical- 
sclerosis is an insidious disease. 


Cash Forecast—Schedule I (Exhibit A) 


and Anticipated Changes in ‘Working 
Capital—less cash’’—Schedule II (Ex- 
hibit B) purposely do not include an 
“actual” column to keep from cluttering 
those two examples. In actual practice, 
those two schedules. would appear as 





will be a shortage of cash during the pros- 
perous years ahead, an organization should 
“gitd up its loins” and start planning on 
being “thar fustest with the mostest!” A 
word to the wise, though. Forecasts should 
not be oversold. It may quite readily 
take the better part of a year to develop 
and “‘debug” a dependable forecast sys 
tem. Remember, a good cash forecast 's 
like a sharp instrument; the sharper tts, 
the greater the chance of hurting yourself 
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Southern Conference 
(Continued from page 178) 


regulations on lobbying activities as a 
case in point where the interpretive func- 
tions of the lawyer and the directing 
functions of the controller must both be 
brought to bear on a problem before any 
action is undertaken. 


RICHARDSON: Management Decisions 
and Taxes 


Commenting on the effect of taxation 
on business, Mark E. Richardson, partner, 
Lybrand, Ross Bros. & Montgomery, New 
York, observed, ““We have reached the 
point in the operation of any major busi- 
ness enterprise where management deci- 
sions cannot be made without the con- 
sideration of the effect of the tax laws as 
an important element.” He further stated 
that American management, as a group, 
is probably more intensely interested in 
3 often better informed on the subject 
of taxation than any other contemporary 
group. 

In considering operating problems of 
the going business, there is probably no 
“hotter” subject at present than that of 
the allowance or disallowance and report- 
ing of employe expense. He sees a tend- 
ency to overlook the fact that the ex- 
penses incurred by employes for the 
benefit of employers are deductible within 
the general provisions of Section 162 of 
the Code which provides for the allow- 
ance of all ordinary and necessary ex- 
penses paid or incurred during the tax- 
able year in carrying on any trade or 
business. The measurement as to whether 
an expense has been paid or incurred is 
generally a rather precise legal measure- 
ment and can be determined with a fair de- 
gree of certainty. The question most gen- 
erally involved in this particular subsec- 
tion is whether or not the expenses were 
those of the taxpayer. It must be pre- 
sumed that the IRS will consider reason- 
ableness in determining what is ordinary 
and necessary but it should be recognized 
that the courts may not require that an 
amount be reasonable in order to be or- 
dinary and necessary. 


Discussing tax accounting vs. standard 
accounting practice, Mr. Richardson noted 
there have been courts which have upheld 
the IRS in its efforts to tax receipts with- 
out the provision for either deferment or 
reserves for future expenditures. The rule 
that you did not have to report income 
until it was earned but you could not 
defer reporting beyond the date that it 
was received was, he felt, an unfortunate 
rule but one which could be applied and 
lived with. Regarding the development of 
a doctrine which holds that income must 
be accrued prior to the time it is earned 
and prior to the time it is received solely 
because a contract calls for it at a later 
date, Mr. Richardson remarked it would 
probably not reach any great application. 

Among developments in the field of 
depreciation which materially affect man- 
agerial decisions is the legislation pro- 
posed by the Secretary of the Treasury 
that any gain on the disposition of de- 
preciable personal property is to be con- 
sidered as ordinary income and not sub- 
ject to capital gain limitations. Mr. Rich- 
ardson suggested that steps be taken to 
make sure no such legislation is enacted un- 
til greater leeway is, by statute or regula- 
tion, granted to taxpayers in the deter- 
mination of their depreciation write-offs. 


NOBLE: Management Decisions as 
Affected by State and Local Taxation 

T. B. Noble, treasurer, Stockham Valves 
and Fittings Company, Birmingham, Ala- 
bama, observed that recent developments 
are adding materially to business prob- 
lems which are related to state and local 
taxes. Despite tax increases during 1959, 
distressful pleas from state and local gov- 
ernments for more money are heard on 
every hand. 

Of particular significance in 1959 was 
the U.S. Supreme Court’s Northwestern- 
Stockham decision. The new rule laid 
down by that decision may be stated as 
follows: Net income from the interstate 
operations of a foreign corporation may 
be subjected to state taxation if (1) the 
levy is not discriminatory, and (2) it is 
properly apportioned to local activities 
within the taxing state, and (3) the local 

(Continued on page 196) 





CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month’s issue. For 
instance, if you desire the address changed for your June 
issue, we should be notified of your new address before 
May 1. Be sure to include your postal zone as well as your 


old and new address. 
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Southern Conference (continued from page 195) 


activities constitute a sufficient minimum 
contact to support the tax. Although 
Congress acted quickly to limit its ap- 
plication, the relief provided does not 
extend to all forms of interstate com- 
merce. 

As levies to produce revenues for state 
and local government increase in number, 
size and complexity, business problems of 
tax compliance call for effective manage- 
ment decisions, said Mr. Noble. Not only 
must the means of compliance with the 
revenue laws be established, but there is 


EMPLOYMENT °* 


SERVICES ° 


a need to provide means of bringing tax 
considerations to bear as cost factors for 
evaluating alternatives before operating 
decisions. 

Taxation is just one of the facts of 
business life with which one must live; 
but, he cautioned, this does not excuse 
apathy or passivity. By wise tax manage- 
ment, the manager may be able legally to 
reduce the cost impact of taxes, and as 
a citizen he can work to change the politi- 
cal climate if he considers it inimical to 
the welfare of the business. 


MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each insertion. 50¢ each additional line. Payable 
in advance. Allow approximately 40 words to the 1 column-wide inch including 2 words for 
box number. Closing date 10th of preceding month. Address box number replies to THE Con- 
TROLLER, Two Park Avenue, New York 16, N. Y. Replies will be forwarded. 
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CONTROLLER 

Assistant, Divisional or Plant 
Broad accounting, cost control, administrative 
background national multiplant manufacturer 
industrial, government and consumer product. 
Nine years divisional controller top account- 
ing responsibility, five years government con- 
tract administrator, two years production 
management. Growth training available me- 
dium-sized organization. Can relocate. Box 
2432. 


CONTROLLER-TREASURER 
Qualified financial and control executive with 
diversified experience in nationally known mul- 
tiplant, multicorporate organizations. Thirties ; 
degree and CPA. Extensive background in- 
cludes experience in all phases of corporate 
accounting and finance. Budgets and budgetary 
controls. Systems and procedures. IBM/EDP. 
Financial and management planning and con- 
trol; administration. Organizational planning. 
Management reports. Audits, taxes, production 
and material control. Credits. Government con- 
tracts. Usual secretary-treasurer functions. Mem- 
ber CIA. Resume. Will relocate. Box 2443. 


CREDIT-OFFICE MANAGER 
Extensive experience in all areas of the credit 
office management functions; proven adminis- 
trator with grounding in the areas of tabulat- 
ing, accounting, sales and services and customer 
contact work. College training, supplemented 
by a well-rounded diversified background. Re- 
sume available. Box 2444. 


TOP EXECUTIVE ASSISTANT 
Fifteen years’ heavy experience in high-level 
management surveys, acquisitions, reorganiza- 
tions, profit planning, costs, audit, systems, and 
all phases of corporate accounting and finance. 
Age 38, CPA, B.S. degree. Box 2445. 


CONTROLLER 


B.B.A. Fifteen years’ varied industrial experi- 
ence. Cost, budget and management service. 
Presently chief accounting officer, medium-sized 
multicorporate firm. Desires similar situation 
with potential. Salary range $12,000. Box 2446. 


MANAGEMENT ACCOUNTANT 


Reached top rung multimillion corporation 
setup. Eight years’ experience: financial state- 
ments, costs, acquisitions, taxes, audits, systems, 
procedures, office management, budgets, ad- 
ministrator. C.P.A., M.B.A., B.A. Age 34. 
Minimum start $12,000. Box 2447. 


CAREER SYSTEMS ANALYST 
Eight years of diversified systems experience 
including electronic computer feasibility study, 
work measurement, manuals, suggestion com- 
mittee, and supervision. Engineering and busi- 
ness administration degrees. Box 2448. 


AUDIT SUPERVISOR 


30, desires to relocate, preferably upstate New 
York. Four years’ public experience with na- 
tional firm in New York City. Seeks responsi- 
ble accounting or financial position. Box 2449. 





NOTE: Tie ConTROLLER reserves the right to accept, reject or censor classified copy and takes no responsibility 
for the people contacted through this column nor does it guarantee any item bought or sold. 
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THE CONTROL ADMINISTRATION ROUND TA 
held as part of the Southern Conference, Was 
chaired by J. C. Freeman, Dallas Control presidens 
and controller of Dresser Industries, Inc. In addi. 
tion to Vice Chairman Richard M. Hall, president 
of the Florida Control and director of finance fo, 
the City of Orlando, members in attendance jp. 
cluded Control presidents and members of the 
CIA Board of Directors. 


John C. Shea, vice president and direc. 
tor of Controllers Institute and vice presi- 
dent of the Whitney National Bank of 
New Orleans, presided at the opening 
day's luncheon. Presiding at Saturday's 
luncheon was George Williamson, gen. 
eral chairman of the Conference and ad. 
ministrative vice president of H. W. Lay 
& Company, Inc., Chamblee, Georgia. At 
this luncheon, Earl Tucker of Thomas. 
ville, Alabama, entertained with a discus- 
sion of “How To Be Happy, Even When 
You're Worried.” 

Presiding at the various technical ses- 
sions were P. Gordon Beene, president 
of the Birmingham Control and secretary- 
treasurer of the Goslin-Birmingham Man. 
ufacturing Company, Inc.; Harvey M. 
Snook, Institute director and comptroller 
of the Tennessee Coal & Iron Division, 
U.S. Steel Corporation; Winslow E. Pike, 
president of the Atlanta Control and vice 
president and controller, the First Na- 
tional Bank of Atlanta; and C. C. Lay, 
treasurer, the Wheland Company, Chat- 
tanooga, Tennessee. 

Assisting General Chairman Williamson 
were Vice Chairmen C. E. Opdyke, con- 
troller-treasurer of the Bowaters Southern 
Paper Corporation; Henry D. Cragon, 
general accounting manager, Southern 
Bell Telephone and Telegraph Com- 
pany; and Harold S. King, Institute di- 
rector and controller of Grace Chemical 
Division, W. R. Grace & Company. 

Serving as chairmen of the various 
Conference committees were Henry L 
Taylor (Host Control Attendance), se 
retary-treasurer and comptroller of the 
Atlanta Transit System Inc.; Gordon B. 
Schaefer (Speakers Hospitality), secte- 
tary and treasurer of the Southeastern 
Pipe Line Company; Winslow E. Pike 
(Finance), vice president and controller 
of the First National Bank of Atlanta; 
William C. Jones (Program), controller 
of the Alabama By-Products Corporation; 
H. O. Thomas, Jr. (Arrangements), con 
troller of the Shook & Fletcher Suppl 
Company; John R. Downing, Jr. (Lae 1e5 
Hospitality), treasurer of the T. R. Miller 
Mill Company, Inc.; Edmund S. Chodd 
(Housing), controller of the Dixie Mer- 
cerizing Company; Vann A. Meadot 
(Publicity), comptroller of the Harriman 
Manufacturing Company; Edward E. 
Hufft (Registration), comptroller, The 
Krystal Company; Gene R. Glotzbach 
(Reception), treasurer of the Hohenberg 
Bros. Company; and C. C. Lay (Inler 
Control Attendance), treasurer, the Whe: 
land Company. 
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